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Executive Summary

Purpose

The Chairmen and Ranking Minority Members of the Senate Subcommit-
tee on Water Resources, Transportation and Infrastructure, Committee
on Environment and Public Works, and the Subcommittee on Treasury,
Postal Service and General Government, Committee on Appropriations,
asked GAO to examine the General Services Administration’s (GSA)
efforts to improve the ratio of government-owned to leased space as a
means for lessening the budgetary impact of lease cost growth. This
report describes GsA’s management of one such effort, the Building Pur-
chase Program.

Background

In 1982, GsA’s concern about increasing lease costs led it to obtain con-
gressional authorization to initiate an Opportunity Purchase Program,
now called the Building Purchase Program, to quickly purchase office
buildings where the federal government had a long-term need for office
space. As of May 1988, Gsa had made 13 purchases providing approxi-
mately 3.5 million square feet of space for a total cost of about $305 mil-
lion. GAO reviewed 12 purchases, of which 10 involved commercial office
buildings and 2 involved special purpose building complexes. (See pp. 8
through 11.)

Results in Brief

GSA has demonstrated that the Building Purchase Program can be an
effective and economical means for acquiring modern office buildings in
cities with a long-term federal presence. Most of the commercial office
buildings Gsa purchased will provide agencies with quality space and
GsA with minimum life cycle operating costs. Gsa should continue to seek
similar building purchase opportunities.

GSA encountered some problems in implementing the program partly
because its order governing the program is deficient. To help prevent
costly errors in making purchase decisions and to facilitate the occu-
pancy of finished buildings in a timely manner, GSA needs to revise its
order to prohibit arrangements for construction services which circum-
vent competition requirements. The policy and procedures improve-
ments recommended in this report should be considered for any
additional buildings GSA acquires under the program.
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Executive Summary

Principal Findings

Most Purchased Buildings
Provide Quality Space and
Good Value

Seven of the 10 commercial office buildings GsA purchased are quality,
modern buildings for which Gsa paid about $167 million, or about 11
percent less than their total appraised values of $187 million. The $203
million total acquisition costs for the 10 buildings, including construc-
tion to prepare them for occupancy, was less than Gsa estimated it
would pay to lease or construct equivalent space. All were purchased in
cities where the federal government is expected to have a significant
long-term presence. (See pp. 14 through 18.)

Three Purchases Did Not
Meet GSA’s Standards

GSA purchased three commercial office buildings that did not meet Gsa’s
standards because Gsa regional officials ignored GsA building purchase
policy. Despite the concerns raised by two GSA oversight offices, two
buildings were bought for about $2 million more than their indepen-
dently appraised values; one purchase also failed to meet other Gsa eco-
nomic requirements. A third purchase has serious structural defects
which violate the purchase contract and Gsa policy and which will be
costly to correct. (See pp. 18 through 24.)

GSA’s Program Needs
Improvement

GSA’s order guiding the Building Management Purchase Program needs
to be revised to provide comprehensive guidance for arranging for con-
struction services in the purchase of buildings, preparing them for occu-
pancy, and making them available for occupancy without unnecessary
delay. (See pp. 26 through 36.)

Guidance in GSA’s order allowing the negotiation in a building purchase
on construction to prepare the building for occupancy is deficient in sev-
eral respects. The deficiencies have led not only to costly contracting
errors but also to the circumvention of competition requirements. For
three purchases where the buildings’ sellers would not do the needed
construction, Gsa used third parties in the purchase contracts at addi-
tional cost and improperly avoided the competition requirements of the
Competition in Contracting Act of 1984 and the Federal Acquisition Reg-
ulation. (See pp. 29 through 30.)

GSA policy provides no guidance on how to make building purchases

which include options to lease or purchase additional buildings at the
same site. For example, in one such transaction a lack of coordination
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Executive Summary

led to unanticipated expenses because of delays in acquiring construc-
tion approvals. In another transaction, unexpected expenses were simi-
larly incurred when the agency made changes in its plan to occupy the
buildings. (See pp. 31 through 33.)

GsA’s order governing the program does not define the coordination and
pre-occupancy planning Gsa and the agencies should follow, which has
led to delayed occupancy in half the purchases. These delays resulted in
additional interim housing costs of at least $1.9 million. (See pp. 33
through 36.)

Older Buildings Raise
Special Problems

GsA does not have quality criteria for purchases of special purpose
space, as it does for purchases of commercial office buildings. Gsa made
two purchases of 19- to 24-year-old buildings that house large-scale com-
puter operations. These buildings have problems primarily because they
are old. Gsa needs to establish criteria defining acceptable quality for
these types of purchases. (See pp. 41 through 46.)

Recommendations

GAO recommends that the Administrator of the General Services
Administration

continue to seek opportunities to purchase quality, modern office build-
ings in cities with a long-term federal presence, provided the economic
benefits of ownership exceed those of leasing or constructing equivalent
space. (See p. 24.)

in making building purchase decisions, ensure that (1) economic analy-
ses of building purchases include all ownership costs, (2) prices do not
exceed appraised values by amounts greater than policy allows, and (3)
analyses of purchases which include options to lease or purchase addi-
tional buildings evaluate the increased risks of such acquisitions.

(See p. 25.)

develop specific guidance setting forth the circumstances under which
construction services may be negotiated as part of a building purchase.
(See p. 38.)

establish criteria defining acceptable quality for purchases of special
purpose space. (See p. 46.)

This report contains other recommendations on pages 25 and 38.
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Executive Summary

GSA generally agreed with the findings and conclusions contained in this

Agency Comments report. GSA said it was in complete agreement with GAO’s conclusion that
it should continue to seek quality building purchases and acknowledged
that policies and procedures governing the program must be strength-
ened. GSA said it would revise the Building Purchase Program order and
that in the future it would, as we recommended, seek full competition
for alterations needed for purchased buildings when they could not be
provided by the buildings’ owners. (See pp. 65 and 66.)

GSA had other comments that are incorporated in the body of this report
on pages 19-20, 23, 25, 46, and 55.
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Chapter 1

Introduction

GSA Concern About
Lease Cost Growth
Led to Building
Purchase Program

In fiscal year 1983, Congress gave the General Services Administration
(GsA) approval to initiate an Opportunity Purchase Program to purchase
commercial office buildings. Under the program GsA now calls the Build-
ing Purchase Program, Gsa purchased 13 office buildings nationwide
that have added a total of about 3.5 million square feet of government-
owned space to GSA’s inventory at a cost of about $305 million. At the
request of the Chairmen and ranking minority members of the Senate
Subcommittee on Water Resources, Transportation and Infrastructure,
Committee on Environment and Public Works, and the Senate Subcom-
mittee on Treasury, Postal Service and General Government, Committee
on Appropriations, we examined GSA’s management of the program and
12 of the 13 building purchases.

GSA is the federal government’s landlord, providing office space for most
government agencies. Through its Public Buildings Service (PBS), GSA
provides office space in buildings that it owns or leases. In fiscal year
1988, Gsa controlled about 229 million square feet of space across the
country. Of that, 1,702 government-owned buildings provided about 139
million square feet, or about 61 percent of the space inventory. The
remaining 39 percent of the space was provided by about 4,900 leases in
nearly 5,000 buildings, totaling about 90 million square feet. GSA’s lease
payments were about $1 billion in fiscal year 1988.

GSA has long been concerned about the increasing costs of leased space
for the federal government. In 1982, when it proposed creating a pro-
gram to purchase existing office buildings, Gsa predicted its lease costs
would reach about $1 billion by 1985. During budget hearings in 1986,
Gsa estimated that leasing costs would increase to almost $2 billion by
the mid-1990s. According to Gsa officials, lease costs are increasing
because long-term leases entered into in the 1970s at favorable rates are
now expiring. New leases will have to be obtained at current market
rates, which are higher than many of the expiring leases.! Also, accord-
ing to Gsa, in addition to long-term lease expirations, lease costs are
increasing because Gsa has been forced to lease space to meet agencies’
expansion requirements.

10ur report. GSA's Projection of Lease Costs in the 1990s { GAO/GGD-89-55. Apr. 19, 1989). showed
that, while lease costs have grown, we do not expect them to grow as high as has been publicly
predicted by GSA. We believe they may increase to about $1.6 billion by the mid-1990s; however.,
problems with GSA's data base render even this projection unreliable.
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Chapter 1
Introduction

Reducing lease costs is a major Gsa objective. Besides the Building Pur-
chase Program, Gsa has developed other strategies to reduce lease costs,
including the following:

Improving space utilization by reducing the standard amount of space
provided each federal employee to an average of 135 square feet.
Recapturing for occupancy vacant or under-utilized space in
government-owned buildings.

Consolidating agencies occupying scattered leased space into fewer
leased or owned buildings.

Relocating agencies from downtown locations to leased or owned build-
ings in less expensive suburban locations.

Creating new financing methods to construct buildings that the govern-
ment will initially lease but eventually own.

GSA's concern about increasing lease costs led it in 1982 to propose a
program to purchase buildings as opportunities arose in cities where the
federal government had a long-term need for space. During budget hear-
ings that year, Gsa officials justified creating an Opportunity Purchase
Program to allow GSaA to quickly acquire property available on the mar-
ket and to purchase buildings in which the government was a lessee.

GSA believes that, in certain cases, purchasing an existing building is
cheaper than constructing a building providing equivalent space. GSA
supports this belief by saying

Constructing a building takes from 4 to 6 years, whereas a purchased
building is available for occupancy much sooner, resulting in savings in
lease payments.

Design standards for federally constructed buildings and mandated
requirements such as the Davis-Bacon Act? and other laws are often not
required for privately constructed commercial buildings, and prices Gsa
pays for such buildings are less than direct construction costs would be.
By purchasing buildings, Gsa avoids cost overruns that often occur in
multi-vear construction contracts due to change orders, changes in
agency needs and contractor claims.

Congress established the program by authorizing in fiscal year 1983 that
$14.1 million in the Federal Buildings Fund be set aside for building

“According to the Commission on Government Procurement. the Davis-Bacon Act (40 U.S.C. 276a -
276a-5) is the most important law affecting federal procurement of construction. It requires contrac-
tors doing federal construction in excess of $2000 to pay wages that prevail in the area where the
construction is carried out.
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Chapter 1
Introduction

Congressional
Prospectus Approval
Not Required for
Building Purchases

purchases. In February 1983 GsaA purchased the first building under the
program—Griffin Square in Dallas, Texas, after receiving prospectus
approval for the purchase from the House and Senate Public Works
committees.

From fiscal year 1983 through fiscal year 1988, except for fiscal year
1986 when Gsa requested no funds, Congress, without first requiring
prospectus approval, authorized that a total of about $309 million from
the Federal Buildings Fund be spent for the Building Purchase Program.?
GSA requested no money for the program for fiscal years 1989 and 1990;
Gsa officials say about $42 million remain in the purchase account and it
is evaluating additional purchase proposals.

GSA’s experience in purchasing its first building led it to conclude that
obtaining prospectus approval for purchases would make the program
unworkable. In seeking funds for the second year of the program, Gsa
said owners would typically be unwilling or unable to hold an offer open
on a building for the length of time it took Congress to approve the pro-
spectus and funding for a specific purchase. GsA urged Congress to make
the process more flexible so that it could act more quickly when
favorable purchase opportunities arose. In fiscal year 1984, Congress
authorized $20 million for the program’s second year without requiring
GSa to obtain prospectus approval to allow GsA to purchase buildings as
they became available.*

The 13 buildings purchased under the program are listed in the follow-
ing table in chronological order.

%In fiscal year 1984 GSA reprogrammed $39.8 million and added that to funds available for the Build-
ing Purchase Program.

See the glossary for a description of the prospectus approval process.
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Table 1.1: Buildings Purchased Under the
Program

Objectives, Scope, and
Methodology

Date Price in Occupiable
Building and Location purchased millions square feet
Griffin Square, Dallas, TX Feb 83 $7.2 160,000
Judiciary Square, Washington, DC Jun 84 $141 83,000
Austin IRS/DVA Center, Austin, TX Apr 85 $27.2 539,000
Brickell Plaza, Miami, FL Sept 86 $13.9 137.000
One White Flint Plaza, Rockville,

MD Nov 86 $475 270,000
IRS Service Center, Chamblee, GA Dec 86 $13.2 319,000
Silver Spring Metro Center, Silver

Spring, MD Feb 87 $21.9 123,000
Concorde Tower, Houston, TX Aug 87 $26.4 334,000
Alliance Tower, Houston, TX Sept 87 $139 173,000
Collonade Center, Denver, CO Sept 87 $16.0 168,000
Bonneville Tower, Las Vegas, NV Oct 87 $9.9 62,000
Peachtree Summit, Atlanta, GA Apr 88 $68.0 790,000
Centre V Building, Dallas, TX May 88 $25.5 290,000
13 purchases $304.7 3.5 million

At the request of the ranking minority member of the Senate Govern-
mental Affairs Committee, we reported in July 1987 on a number of
structural and financial concerns relating to one of the buildings Gsa
purchased under the Building Purchase Program.’ Following that report
and related testimony, the Chairmen and ranking minority members of
the Senate Subcommittee on Water Resources, Transportation and Infra-
structure, Committee on Environment and Public Works, and the Senate
Subcommittee on Treasury, Postal Service and General Government,
Committee on Appropriations, requested that we review GsA’s efforts to
mitigate the budgetary impact of lease cost growth. Twao of their ques-
tions dealt specifically with Gsa’s Building Purchase Program, and our
objectives in this review were to answer them:

Do the policies, procedures, and practices of the Building Purchase Pro-
gram provide adequate direction, control, and safeguards for determin-
ing where program funds can most efficiently and effectively be used?
Does GsA's Building Purchase Program include controls to ensure that
buildings considered for purchase meet the needs of federal agencies for
quality space and Gsa for minimum life cycle operating costs?

"Purchase and Options to Expand the Silver Spring Metro Center (GAO/GGD-87-101BR. July 21.
1987).
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During our review of the Building Purchase Program, we examined 12 of
the 13 purchases GSA has made. The most recent purchase, the Centre V
Building in Dallas, Texas, occurred after we had completed our field
work and is not included in our review.

We reviewed GSA’s policies and procedures for managing the program at
both Gsa headquarters and the four regional offices that have purchased
buildings by interviewing Gsa officials and examining Gsa and govern-
mentwide policy guidance. We reviewed the processes and procedures
GSA used to identify each building purchase opportunity, determined
acquisition costs, and developed a case history of each building pur-
chase included in our review by interviewing Gsa officials responsible
for the purchases and officials of agencies that occupied the buildings,
and by reviewing purchase files, negotiating records, and contract docu-
ments related to the purchases.

To determine how well agencies’ needs are or will be satisfied by the
space, we toured 11 of the 12 buildings inciuded in our review and inter-
viewed officials of selected agencies housed in the 11 buildings or sched-
uled to move into the buildings when they are ready for occupancy.
GSA’s criteria for assessing building quality are not well defined. We
therefore supplemented GSA’s criteria with our own judgmental criteria,
as follows:¢

Does the building provide sufficient space for the efficient organization
of the agency functions it houses?

Does the building provide a pleasant working environment for the
employees housed in it?

Are lunchtime dining facilities available within the building or in the
nearby community?

What transportation means are used to get to the building by employees
assigned there, how convenient are these means, and does the building
provide support for the transportation means used (such as parking
arrangements if personal vehicles are the principal means of transporta-
tion to the building)?

Is the building location a logical one to support the function of the agen-
cies assigned there?

How well does the building support public access to the services of agen-
cies that regularly deal with the public?

“In comments on a draft of this report, GSA said that building quality concerns are an overriding
issue in all of GSA's space acquisition actions. GSA agreed that criteria are not explicitly defined in its
Building Purchase Program order but stated that it uses the same criteria as we developed to assess
building quality.
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We did not tour the Peachtree Summit building in Atlanta or interview
officials of agencies scheduled to occupy the building because the
Atlanta building was purchased too late in our review for us to do this.

We reviewed the present value cost analyses GSA prepared to determine
whether purchases met the economic criteria it requires to support pur-
chase decisions.” In reviewing the analyses, we accepted GSA’s estimates
of its construction costs when a construction alternative was included in
the analysis. However, for all alternatives considered in each purchase
we determined whether other elements of the present value analyses
accurately reflected known costs or reasonably presented estimated
costs, and whether Gsa included all costs that should have been
considered.

We obtained the assistance of a consultant, the president of Real Estate
Research Corporation, Chicago, Illinois, because we believed GSA’s deci-
sion to purchase a building in Miami, Florida, might not have been sup-
ported by the appraisals used in arriving at the purchase decision and
we needed the services of an expert appraiser to help us evaluate them.
Our consultant, a former president of the National Society of Real Estate
Appraisers, was selected because GsA had recommended him as one of
the best appraisers available in the country when we sought Gsa’s
advice about selecting an appraisal consultant needed for another Gao
review in 1988.

Our review was done during the period from September 1987 through
December 1988 using generally accepted government auditing
standards.

We gave a draft of this report to Gsa to obtain their comments. GSA’s
cover letter is shown at appendix VIII. (See p. 65.) We did not include
GsA’s detailed comments; however, we have summarized those comments
and they are addressed throughout the report where appropriate.

‘Present value cost analysis compares the costs that will accrue over a 30-year period of three alter-
natives available to GSA to meet federal space needs: purchase. lease, and construction. GSA is
required to make economic analyses comparing lease and purchase by Office of Management and
Budget Circular A-104, Evaluating Leases of Capital Assets.
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Chapter 2

Most Purchased Office Buildings Provide
Quality Space and Good Value

GSA’s Criteria
Defining Buildings
Acceptable for
Purchase

The request to examine GsA’s Building Purchase Program asked that we
determine if (1) GSA’s policies and procedures ensure that program funds
are used most effectively and (2) GsA ensures purchased buildings meet
federal agencies’ needs for quality space and GsA’s needs for minimum
life cycle operating costs. We concluded that for most of the commercial
office buildings GsA has purchased, the answer to both questions is yes.

Ten of the 12 buildings acquired under the Building Purchase Program
which we examined were commercial office buildings. Seven of those 10
buildings, in our opinion, provide the government dignified locations to
carry out public business and pleasant working environments for fed-
eral employees. They are handsome buildings which were purchased for
a total of about $167 million, or about 11 percent less than their total
appraised values of $187 million. Furthermore, their total acquisition
costs of $203 million, including construction needed to prepare them for
occupancy, were less than what Gsa believes it would have paid to con-
struct or lease equivalent space.’

However, 3 of the 10 commercial office building purchases do not meet
the standards of quality or value represented by the other 7 office build-
ings. Two purchases were obtained at costs which exceed GSA’s thresh-
old for acceptable purchases. The third purchase has structural
problems and the cost of correcting these problems may cause total
acquisition costs to exceed GSA's economic criteria for purchasing a
building.

We examined two other purchases of special purpose buildings that
were different from the 11 commercial office building purchases. It is
not clear that these purchases met the concerns of the Senate commit-
tees which requested our review that purchased buildings provide qual-
ity space with minimum life cycle costs. Because of the unique nature of
these purchases, they are described separately in chapter 4.

GSA’s policies and procedures governing the program are defined in Gsa
Order 1600.8, Building Purchase Program, dated September 19, 1984.
The order establishes criteria for identifying communities in which Gsa
should seek buildings to purchase and the types of buildings which are
acceptable for purchase. The criteria have been supplemented by other
guidance in the form of memoranda and planning and budget documents

IThe Centre V' building purchased in Dallas. but not included in our review, is also a commercial
office building.
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Most Purchased Office Buildings Provide
Quality Space and Good Value

issued since the order was published.2 According to these documents,
buildings suitable for purchase should meet the following criteria:

Quality, state-of-the-art, ‘‘class A" office buildings,®

Located in communities in which the government expects to maintain a
long-term presence and in which the government’s ratio of owned to
leased space is less than 80:20,

Available as a result of distress sales—sales by owners under pressure
to sell for some reason—or are buildings in which the government is the
sole or principal lessee,

Not more than 10- to 15-years-old and have a continuing useful life of 30
years,

Priced within 110 percent of appraised value,

Less expensive by at least 20 percent than leasing and no more expen-
sive than constructing an equivalent building,* and

Appropriate for consolidating agencies currently located in expensive
leased space.

Because Gsa officials believe purchasing an office building is generally
less expensive than constructing one, they have declared that the Build-
ing Purchase Program is the preferred method for acquiring general pur-
pose office space.® They state that, from the moment a decision is made
to acquire new office space, purchased buildings become available for
occupancy more quickly than would a federally constructed building
providing an equivalent amount of space. The lease costs avoided are
therefore greater for a purchased building than a federally constructed
building. GsA officials believe federal construction is preferred only for
acquiring special purpose space, such as courthouses and border sta-
tions or in situations where buildings are needed that are larger than
can be purchased on the market. For example, GSaA is constructing a fed-
eral office building in Oakland, California, that will have over 1 million
square feet of space. Another building, the International Cultural and

“These criteria have evolved with the Building Purchase Program; not all applied when some of the
buildings were purchased. For example, the first two buildings were purchased before the order was
published.

*Quality.” “class A." and “'state-of-the-art” are not well defined in GSA's Building Purchase Program
order or any memoranda about the program that we reviewed.

4Based on a comparison of the present value of the estimated costs of the lease, purchase and con-
struction alternatives over a 30-year period

“In comments on a draft of this report. GSA said that federal construction of general purpose office
space in some cases may still be the preferred alternative. We agree that GSA should prefer construc-
tion if GSA's economic analyses showed that construction would be cheaper than purchasing or leas-
ing needed space.
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Chapter 2
Most Purchased Office Buildings Provide
Quality Space and Good Value

Most Purchases Met
All Criteria; All
Purchases Met Some
Criteria

Trade Center, to be built in Washington, DC, will be second only to the
Pentagon in amount of occupiable space.

GsaA purchased three commercial office buildings in the Washington, DC
area; two each in Dallas® and Houston, Texas; and one each in Denver,
Colorado; Miami, Florida; Atlanta, Georgia; and Las Vegas, Nevada. All
are communities with a large number of federal agencies and employees
and in which GSA expects the federal government will have a continuing
presence. All the communities had a ratio of government-owned to gov-
ernment-leased space that was less than the 80:20 ratio that is GSA’s
goal; while the purchases improved the ratio in those communities, none
added sufficient space to achieve the goal. Seven of the 10 commercial
office building purchases we examined met GSA’s criteria for economic
benefits. According to GSA, these buildings met its criteria for quality
office space. The seven buildings also met our supplemental criteria for
quality office space.

Economic Criteria Met by
Eight Office Building
Purchases

Eight of the 10 commercial office buildings purchased met GsA’s eco-
nomic criteria for justifying purchase decisions based on our analysis of
GSA’s supporting documentation. GSA policy requires that a building’s
purchase price be no greater than 110 percent of its appraised value as
determined by an independent real estate appraisal, and GSA attempts to
negotiate a price that is below appraised value. Also, GSA compared the
30-year present value of its estimated total acquisition costs for all the
buildings with the costs of leasing similar buildings (see table 2), and for
eight buildings with the estimated costs of construction.

“One of the Dallas buildings, also a commercial office building, was purchased too late in the review
to allow its inclusion.
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Chapter 2

Most Purchased Office Buildings Provide

Quality Space and Good Value

Table 2.1: Comparison of 30-Year
Present Value of Purchase and Lease
Costs for Purchases Under the Building
Purchase Program

Dollars in millions

30-Year Present Value

Purchase Lease Net benefit Purchase
Building cost cost (loss) benefit
Judiciary Sguare, Washington,

DC $20.5 $195 ($1.0) —4.9%

Bonneville Tower, Las Vegas,

$15.9 $19.9 $4.0 25.2%
Brickell Plaza, Miami, FL $28.8 $33.0 $4.2 14.6%
Griffin Square, Dallas, TX $165 $21.9 $5.4 32.7%
IRS Center, Chamblee, CA $39.1 $47.2 $8.1 20.7%
Collonade Center, Denver, CO $30.8 $40.0 $9.2 29.9%
Alliance Tower, Houston, TX B $30.1 $41.1 $11.0 36.5%
One White Flint, Bethesda,

MD $62.5 $74.2 $117 23.4%2
Silver Spring Metro Center,

Silver Spring, MD $31.1 $45.4 $14.3 46.0%
Concorde Tower, Houston, TX $533 $70.0 $16.7 31.3%
IRS/VA Center Austin, TX $67.7 $87.1 $194 28.7%
Peachtree Summit, Atlanta,

GA $1446 $208.5 $63.9 44 2%
Total $540.9 $707.8 $166.9 30.9%

dBecause GSA incurred additional interim housing costs due to delays in occupying the building, the
benefit ultimately achieved was reduced to 18.7 percent. (See discussion on White Flintin ch. 3))

Present value analysis of the alternatives available for providing the

space is GSA's principal decisionmaking tool for deciding whether to pur-
chase buildings. Under oMB Circular A-104, Evaluating Leases of Capital
Assets (initially issued in June 1972 and revised effective June 1, 1986),
GSA is required to base its decision to lease or purchase an asset by com-
paring the present value of each of the alternatives. In addition, under
applicable Gsa policy, purchases can only be justified if the present
value analysis shows that purchase costs are 20 percent more favorable
than lease costs and no more than equal to construction costs. The qual-
ity of these analyses depends on the validity of the data on the buildings
being considered and the assumptions made about future real estate
market conditions in those localities. For 7 of the 10 commercial office
building purchases we reviewed, we believe Gsa used valid data and
assumptions.

Three of the 10 buildings, both of those in Houston and the Denver
building, were purchased in depressed real estate markets for prices less
than Gsa would pay to lease or construct similar buildings or to purchase
buildings from sellers who could afford to wait for higher offers. They
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are modern office buildings that provided an economic advantage favor-
ing purchase over leasing by about 30 to 36 percent and construction by
about 12 to 36 percent. GsA estimated that one building it purchased for

about $12 million had cost about $27 million to construct.

Five more of the 10 commercial office buildings, those in Dallas, Atlanta,
Las Vegas, Bethesda and Silver Spring, were purchased for prices that
were less than appraised values and GSA obtained economic benefits that
were more favorable than leasing or constructing equivalent space.

Two Purchases Did Not
Meet GSA’s Economic
Criteria Needed to Justify
Purchase

Judiciary Square, Washington

Gsa officials did not follow the policies and procedures that guide the
Building Purchase Program when they purchased buildings in Miami,
Florida, and Washington, DC. Neither building met the economic criteria
Gsa established to justify the purchase of a building. GSA’s purchase deci-
sions were made despite internal analyses indicating the purchases were
not economically justified. In both cases, GSA paid more for the buildings
than their independently appraised values. In both cases, we found no
evidence that once the decision was made to begin negotiations to pur-
chase the buildings, senior officials considered not purchasing the build-
ings because the economic problems violated program policies and
procedures.

In June 1984, GsA purchased Judiciary Square in Washington, DC, for a
total acquisition cost of $14.1 million, despite internal warnings that the
purchase was not a sound economic decision. We could find no documen-
tation explaining this decision nor get an explanation other than that
GSA’s principal concern at the time was its need to increase amounts of
government-owned space.”

About 2 months before the building was purchased, two oversight
offices within GsA—the Office of Policy and Management Systems and
the Office of Acquisition Management and Contract Clearance—objected
that the purchase was not economically justified. They noted that the
30-year present value of leasing was estimated to be about $500,000 less
expensive than the present value of purchasing, based on the $12.6 mil-
lion purchase price. Furthermore, the Office of Acquisition Management
and Contract Clearance noted that the $12.6 million purchase price did

‘Judiciary Square was purchased before GSA required that the 30-year present value cost of a pur-
chase be favored by 20 percent over that of a lease and at least equal to that of constructing equiva-
lent space. However, present value analysis was done for all purchases because analysis comparing
lease and purchase has been required by OMB Circular A-104, Evaluating Leases of Capital Assets,
issued in June 1972.
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not include the cost of constructing an additional fire escape stairwell
nor did it include Gsa’s payment of District of Columbia transfer taxes.

GsA’s National Capital Region (NCR), which negotiated the purchase, said
there were no significant economic differences among the alternatives
but cited other benefits such as reducing the region’s leased inventory,
vacating unsafe leased buildings, and improving space utilization rates.
Subsequently, the Office of Acquisition Policy and Contract Clearance
stated its objections were satisifed for the following two reasons:

PBS established a policy that a purchase price within 110 percent of a
building’s appraised value was fair and reasonable, and Judiciary
Square’s $12.6 million price was 105 percent of its $12 million appraised
value.

NCR asserted that an additional stairwell was not required, which would
have reduced the building’s occupiable space and appraised value.

On June 7, 1984, NCR officials signed a contract to purchase Judiciary
Square for $12.6 million, pay $126,000 in District of Columbia transfer
taxes, and $718,000 to meet fire safety concerns in the building, for a
sprinkler system and the additional stairwell which NCR had earlier
asserted would not be needed. Following the purchase, GSA made
$648,847 in amendments to the purchase contract to make additional
modifications needed to prepare the building for occupancy. If these
costs had been included to calculate total acquisition cost, as is now
done for purchased buildings, the total cost would have been about
$14.1 million.

We calculated the 30-year present value cost of the Judiciary Square
purchase to be about $20.5 million, which was 4.7 percent, or about $1
million, more costly than the $19.5 million present value cost to lease
equivalent space. GSA’s present value analysis made at the time of the
purchase showed the present value of the purchase to be about 2 per-
cent, or about $500,000 more expensive, than the present value of a
lease. Consequently, neither the total acquisition cost nor the purchase
price met Gsa’s past standard, which only required a purchase to be less
expensive than a lease, or its current standard requiring a 20-percent
cost advantage for purchases.

In comments on our analysis of the Judiciary Square purchase, Gsa
noted that present value cost analysis done pursuant to the require-
ments of oMB Circular A-104 is not a precise measure. GSA said it is a
useful comparison of alternatives, but that, given the large number of
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Brickell Plaza, Miami

assumptions that must be made, a difference of plus or minus 5 percent
should not be considered significant. Therefore, both Gsa’s calculation
indicating purchase to be 2 percent more expensive than leasing and our
calculation indicating a 4.7 percent purchase disadvantage indicate a
cost difference so small that neither supports either alternative.

Gsa commented on only part of the evidence available to it at the time of
purchase indicating its advantages and disadvantages. Another disad-
vantage was that the building’s price exceeded appraised value by an
amount greater than allowed by Gsa’s policy, if the costs of the addi-
tional fire escape stairwell, transfer taxes, and modifications subsequent
to purchase are included in the purchase price. Furthermore, Gsa had
ample warning from internal control organizations that the purchase
may not have been economically justified and that more careful scrutiny
of the purchase was needed. The Judiciary Square purchase was only
the second one GsA made and rules guiding the program had not yet been
formulated. However, if Gsa had assessed this purchase under current
rules, it is uncertain that the purchase could have been justified.

GSA paid $13.9 million to purchase Brickell Plaza in 1986. The purchase
failed to meet GsA’s criteria that the price be within 110 percent of its
appraised value and that the purchase provide a 20-percent economic
advantage over the cost of leasing equivalent space. An official in GSA’s
Atlanta Regional Office which negotiated the purchase said that the
principal reason for making the purchase was the region’s urgent need
to move Coast Guard offices out of the Miami Federal Building to clear
space for an asbestos removal project. (See app. I for additional details
about the purchase of Brickell Plaza.)

When the region sent the proposed contract to Gsa headquarters for
approval, the $13.9 million price was 119 percent of its independently
appraised fair market value of $11.7 million, or 9 percent higher than
what pBS policy allows for prices in excess of appraised values.* The
region claimed the building should have been appraised at $12.7 million
because, it said, the appraiser overstated the building’s operating costs
which caused the building’s value to be lower. However, Gsa's Office of
Acquisition Policy and Contract Clearance objected, noting that the
negotiated price violated the PBS policy and that the region had no
authority to revise the appraised value.

YGSA established its policy of allowing acceptance of real estate acquisition offers in amounts up to
110 percent of appraised fair market values when it purchased Judiciary Square.
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Gsa's deputy administrator then directed PBS’s senior in-house appraiser
to review the appraisal and revise it, if justified. The in-house appraiser
lowered Brickell Plaza’s operating costs and raised its appraised value to
$12.62 million based, he said, solely on his experience and judgment. He
characterized as coincidental the fact that the purchase price of $13.9
million was 110 percent of his adjusted appraised value of $12.6 million,
bringing it into compliance with PBs policy. As described in appendix I,
our consultant appraiser concluded that the original independent
appraisal was well supported.

Before the purchase, GSA engineers estimated the cost of improvements
needed at Brickell Plaza at about $3 million (an estimate subsequently
supported by experience). Despite this estimate, the region reported to
GsA headquarters that the building would require repairs and alterations
costing only $667,530. The Gsa headquarters official who prepared the
oMB Circular A-104 analysis for submission to OMB said that he had
never seen the $3 million estimate prepared by regional engineers. He
said that, had he been aware of the extra costs, he would have included
them in the analysis, which then would not have supported the pur-
chase price.

The approximately $2.3 million difference between the $3 million engi-
neering estimate and the $667,530 of repair costs reported by the region
included such things as new carpet and ceilings, installation and reloca-
tion of electrical outlets, plumbing repairs, and reconfiguring interior
layouts to meet the space needs of the new tenants, Customs and Coast
Guard. When we recalculated the oMB Circular A-104 analysis after add-
ing the additional repair and alteration costs that should have been
included, the advantage of purchase outweighed leasing by about 14
percent, rather than the 20 percent that Gsa policy required.

When we asked how the purchase decision was made, GsA’s deputy
administrator denied that the decision violated Gsa policy for economic
criteria required to justify a purchase. He strongly disagreed with our
conclusion that the purchase was not justified but he did not address the
issue of why the price paid exceeded appraised value by more than pol-
icy allows. Concerning our conclusion that the purchase did not meet the
20-percent economic benefit requirement, he said that the conclusion
depended on what assumptions were used. However, we accepted all of
GSA's assumptions and reached our conclusion only by adding in costs
identified by Region IV that Gsa headquarters officials who prepared the
economic analysis said should have been included.
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Nine Purchases Will Meet
Quality Criteria

Of the 10 commercial office buildings included in our review, 9 met or
will meet GSA’s criteria for quality office space, as well as our supple-
mental criteria. All 9 are modern buildings characterized by Gsa as
“Class A” office buildings. All have been or are being modified to meet
GsA's standards for fire and life safety and for handicapped accessibility
standards, which are often more stringent than local building codes.
Each of the 9 are either in close proximity to public transportation sys-
tems or else provide ample employee parking.

In most cases, Gsa identified required modifications before the buildings
were purchased, negotiated with the sellers of the buildings to accom-
plish the modifications, and included the negotiated cost of the modifica-
tions as part of the purchase prices.®

One Purchase Did Not
Meet High Quality
Standards

GSA purchased the Alan Bible Federal Building (formerly Bonneville
Tower), a commercial office building in Las Vegas, Nevada, for about
$9.9 million. Regional officials responsible for the purchase did not ade-
quately evaluate structural problems identified by building inspectors
during the evaluations required by the Building Purchase Program
order, and the building did not meet the standards achieved with the
purchases of the other nine commercial office buildings because its floor
load capacities did not meet GSA’s requirements. Even though some prob-
lems were identified before the purchase was complete, once regional
officials began negotiating the purchase they did an inadequate job of
evaluating the seriousness of the deficiencies.

Because the building contained structural defects that GsaA failed to iden-
tify before purchase, the personnel of one agency moving into the build-
ing stopped their move when a floor began flexing and they feared the
building was collapsing. However, other agencies that were already in
the building remained. One day later, after GSA declared the building
safe for occupancy, the agency resumed its move into the building.

A consulting engineer hired by Gsa subsequently examined the floor that
was evacuated. He concluded that all the floors in the building are sag-
ging more than the specifications of the Uniform Building Code and

“The prices did not include modifications for two purchases, although modifications were identified
and their estimated costs included in the present value analyses. During fiscal year 1988, GSA sub-
mitted a prospectus proposing alterations to Griffin Square in Dallas. Brickell Plaza repair and altera-
tions were done under contracts awarded after the building was purchased.
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accepted design practices of the American Concrete Institute permit,"
and that the sagging would increase if the floors were fully loaded with
furniture and people. Until additional testing is performed to determine
the extent of the problem and what is needed to correct it, he recom-
mended that floor loadings be reduced throughout the building. Alto-
gether the building, which Gsa purchased for less than $10 million, may
need over $1 million in repairs. (See app. II for additional details about
GSA’s purchase of Bonneville Tower.)

In response to our analysis of the Bonneville Tower purchase, GSA com-
mented that our statements that it will be costly to correct structural
and floorloading defects are incorrect. While the extent of the structural
defects were unknown as of early August 1989, GsA said there is a struc-
tural warranty in the purchase contract which will provide for recovery
of costs from the seller to correct any structural problems.

We agree that costs to repair the building where it fails to meet contract
specifications should be borne by the seller of the building. However,
GSA’s response does not address the alternative housing costs it will be
forced to bear because some, and perhaps all, of the floors that will
require strengthening must be vacated for the construction work to
proceed.

GSA also said that the region did follow building evaluation procedures.
While GSA’s San Francisco region did hire an independent contractor to
evaluate the building, we concluded that the building was not ade-
quately evaluated because of the structural problems identified after
purchase. Furthermore, some of the problems the contractor did identify
were not resolved before the building was purchased. We were unable to
determine whether these problems occurred because the contractor did
an inadequate job, the region was inexperienced in making purchase
evaluations, the Building Purchase Program order is insufficiently spe-
cific concerning evaluation procedures to be followed, or for other
reasons.

. T ey
Conclusions

GSA has purchased quality commercial office buildings in cities where
the government expects to maintain a long-term federal presence and
has improved the government’s owned-to-leased ratios in those cities.

""The Uniform Building Code, a publication of the International Conference of Building Officials,
seeks development of better building construction and greater safety by unifying building laws. The
American Concrete Institute publishes building code requirements for the proper design and construc-
tion of buildings of reinforced concrete which are used in the Uniform Building Code.
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Most of the purchased buildings are, in our judgment, handsome modern
office buildings that will provide a pleasant environment for the federal
employees who will work in them and a suitable location for the federal
government activities they contain. Most were obtained for prices less
than GsA would have paid to construct or lease equivalent space. Even
after the delays encountered in occupying about one-half of the pur-
chased buildings (described in the next chapter), all were occupied in
less time than the 5 years Gsa says it takes to occupy a directly con-
structed building.

Three purchases did not meet the structural or cost-saving standards
achieved by the other seven commercial office building purchases. Two
of the three purchases, Judiciary Square and Brickell Plaza, did not
meet GSA’s or OMB's economic criteria required to support a purchase
decision. In both cases, the prices paid for the buildings exceeded their
independently appraised values by amounts greater than Gsa policy
defines as acceptable, and repairs and alterations required after the
purchases were concluded further increased economic losses. Gsa head-
quarters and regional officials who were responsible for the purchases
were warned by Gsa procurement oversight offices that the purchases
were not sound economic decisions. However, once officials decided to
begin negotiating with the buildings sellers, we found no evidence that
alternatives received further consideration.

GSA purchased a third building, the Alan Bible Federal Building (for-
merly Bonneville Tower) in Las Vegas, which did not meet GSA's quality
standards because it contained structural deficiencies when purchased.
The regional officials responsible for the purchase apparently did not
ensure that comprehensive engineering evaluations were done and that
all costs were considered before they made the purchase decision. The
additional costs Gsa will incur to make corrections will reduce the eco-
nomic benefits of this purchase by an unknown amount.

L -
Recommendations

The Administrator of the General Services Administration should better
ensure adherence to policies and procedures governing the Building Pur-
chase Program by taking the following steps:

Continue to seek opportunities to purchase quality. modern office build-
ings in cities with a long-term federal presence, provided that the eco-
nomic benefits of ownership exceed those of leasing or constructing
equivalent space.

Page 24 GAO GGD-9005 Building Purchases



Chapter 2
Most Purchased Office Buildings Provide
Quality Space and Good Value

» Strengthen internal controls to ensure that economic analyses prepared
for building purchases include complete and realistic estimates of all
acquisition costs and that purchase prices do not exceed independently
appraised values by amounts greater than PBs policy allows.

« Do not purchase buildings which fail to meet program criteria without
adequate justification.

Agen mm GSA Was in complete agreement with our conclusion that it should con-

ge cy CO ents tinue to seek quality building purchase opportunities. Gsa also said it
was in the process of strengthening the policies and procedures gov-
erning the program.

GsA disagreed with portions of our analyses of its purchases of Judiciary
Square in Washington, DC, and Bonneville Tower in Las Vegas, NV. We
summarized their comments and provided our response on pages 19-20
and 23.
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GSA’s Building
Purchase Program
Order Does Not
Provide Adequate
Guidance for
Obtaining
Construction Services

GSA’s internal policies for the Building Purchase Program do not provide
adequate direction for some practices that have developed in purchasing
buildings. GSA’s policies and procedures have not kept up with the
growth and evolution of the program. These policies and procedures are
designed to allow GSA managers as much flexibility as possible which, in
our opinion, has led to the use of certain questionable methods for
purchasing buildings and preparing them for occupancy.

In addition, delays in occupying half the buildings have increased acqui-
sition costs, but no procedures exist to specify actions Gsa might take to

ensure timely occupancy of purchased buildings. As of April 1989, more
than 18 months after they said that the order was deficient, Gsa officials
had not amended the order providing policy and procedural guidance.

GsA Order PBS 1600.8, dated September 19, 1984, establishes policy and
procedures for the Building Purchase Program.! It provides broad
authority for program managers to include in purchase contracts con-
struction services needed to prepare purchased buildings for occu-
pancy.”? We believe that Gsa made prudent business decisions following
private sector practices for 5 of the 8 commercial office building
purchases we reviewed which included construction in the purchase
contracts.’

However, GSA’s order is not sufficiently specific concerning the circum-
stances under which construction services may be negotiated as part of
a building purchase transaction. The lack of specific guidance creates
the potential that purchase contracts will be used to obtain services
which should be handled through a separate contract in accordance
with requirements for full and open competition in the Competition in
Contracting Act of 1984 (cica) and the Federal Acquisition Regulation
(FAR), as well as prospectus approval requirements.

'Two buildings, Griffin Square in Dallas, Texas, and Judiciary Square in Washington, DC, were pur-
chased before GSA issued the order.

“Under the Public Buildings Act of 1959, 40 U.S.C. 601 et seq., the Administrator of General Services
is authorized to acquire by any means any building and its site determined to be necessary to carry
out his duties under the act.

The five buildings included those in Washington, DC; Denver, CO; Silver Spring and Bethesda, MD;
and Las Vegas. NV. We address the three with which we found problems on the following pages.
Brickell Plaza and Griffin Square did not include construction services in the purchase contract.
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We believe that the order’s guidance concerning construction services is
deficient in several respects. First, the order does not limit the construc-
tion services which may be included in a building purchase contract to
those which are integral to the acquisition of an agency-ready building,
thereby creating the potential that additional services may be obtained
without competition or prospectus approval. Second, the order provides
no guidance on whether contracts may be modified or on the length of
time after the buildings are purchased that modifications may be made.
Finally, neither the order nor supplementary guidance explicitly limits
construction services subject to negotiation in a building purchase to
those which the owner of the building is willing to provide. In the
absence of an explicit limitation, GSA in three cases involved third par-
ties in a building purchase transaction which resulted in it obtaining
construction services on a noncompetitive basis, in circumvention of cica
and FAR.

GSA'’s Order Does Not
Adequately Define
Construction Services
Which Can Be Included in
Building Purchase

As noted in chapter 2, all commercial buildings GsA has purchased
required modifications before federal agencies could occupy them.* The
commercial buildings GSA purchased required additional construction to
meet federal fire and life safety and handicapped accessibility criteria.
Most new buildings Gsa purchased had bare floors, no interior walls, and
required the entire interior layout to be constructed. Some buildings
which contained partially built-out interiors required interior rearrange-
ments to satisfy the needs of the agencies designated to occupy them.

GSA established a policy to include such construction needed to prepare
buildings for occupancy in purchase contracts because officials wanted
to avoid the delays inherent in seeking prospectus approval and, accord-
ing to some program officials, competitive offers. Gsa’s Building Pur-
chase Program order states that required improvements are to be
negotiated as part of the purchase price. All improvements must be com-
pleted, if possible, before purchasing a building. Although contracts may
not be made with owners to perform work or services after the pur-
chase, owners may be paid from funds withheld for work and services
originally agreed to under the purchase contracts. With respect to the
type of improvement which may be included in a purchase contract, the

IThe Griffin Square purchase in 1984. the first under the program, had been leased by GSA and so
was already occupied at the time of purchase. Required building modifications were identified. but
had not yet been accomplished as of June 1988. During 1988, GSA submitted a prospectus to Con-
gress proposing repairs and alterations to the building with estimated costs of about $1.9 million.

Page 27 GAO/GGD-90-05 Building Purchases



Chapter 3
Need for Improved Program Management
Policy and Procedures

order provides only that an improvement, ‘‘may include, but is not lim-
ited to, initial space alterations, fire and safety improvements, special
provisions for handicapped persons, etc.”

Since the fundamental objective of the Building Purchase Program is to
enable GSA to act quickly to acquire existing buildings for agency use, we
believe that GSA may negotiate with the owner of a building for con-
struction services limited to those which are integral to the acquisition
of a finished building ready for agency occupancy. However, GSA’s order
listing allowable improvements is open-ended and does not limit con-
struction services to those which are integral to the acquisition of an
agency-ready building. Without a limitation on allowable improvements,
the potential exists that repairs and alterations above and beyond those
needed to meet the basic occupancy needs of a tenant agency could be
negotiated as part of the building purchase, in circumvention of require-
ments for competition and prospectus approval. In order to prevent
such a circumvention, GSA needs to develop a specific and limited defini-
tion of the kinds of improvements which are integral to a building pur-
chase and therefore may be included in the purchase contact.

GSA’s Order Does Not
Limit Modifications That
May Be Made to Purchase
Contracts

The GsA’s Building Purchase Program order says that no contracts may
be made with the owner to do any work or services after purchase.
However, a potential problem exists because the order does not say
whether modifications may be made to the parts of the contracts defin-
ing construction services nor does the order limit allowable modifica-
tions in any way. Modifications could be made to contracts long after
buildings are purchased. For instance, the amount held back for “agency
above standard finish work’* at Bonneville Tower was only an estimate
of what that work might cost because GsA did not know what the total
requirements might be. The purchase contract stated that if the hold-
back allowance for agency above-standard work had been used up, addi-
tional payments would be made within 30 days of inspection and
acceptance of the work.

" Agency above-standard finish work™ is construction specified by the agencies occupying a pur-
chased building, such as kitchen facilities or special computer support requirements, which is more
than the standard finish GSA provides in any government-owned building. The agencies reimburse
GSA for the cost of their above-standard requirements.
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GSA'’s Order Does Not
Specifically Limit
Construction Services to
Those Provided by
Building Owners

The Building Purchase Program order provides that improvements are
to be negotiated as part of the purchase price and that, if they cannot be
negotiated, they are to be handled through normal budgetary proce-
dures. Implicit in the authorization for negotiation of improvements is
the assumption that the owner of the building will provide the construc-
tion services.

However, three of GSA’s purchases——one in Atlanta and the two in Hous-
ton—were made from sellers who either did not desire or had no capa-
bility to do the required construction. In these 3 cases, GsA identified
third parties to purchase the buildings, resell them to Gsa, and then mod-
ify them as necessary. Gsa did this to avoid the delays that result when
it seeks prospectus approval and, according to some program officials,
when it follows the competitive procurement process.

We believe that GSA’s arrangements to obtain construction services from
third parties as part of a building purchase contract circumvented the
competition requirements of Cica and FAR. These third-party arrange-
ments were entered into solely for the purpose of obtaining construction
services the building owner would not provide and cannot reasonably be
viewed as part of the basic real estate transaction through which Gsa
acquires a building. Arrangements with third parties for construction
services should be handled as separate contracts, in accordance with
competition requirements in Cica and FAR, and GSA’s order should be
revised to specifically incorporate a requirement for competition in
these cases. In addition, the order should address the applicability of
prospectus approval requirements to contracts with third parties.

Whether prospectus approval is required before construction services
are obtained will depend on the source of funding used for the services.
Where these services are paid for with Building Purchase Program
funds, no prospectus approval is required. If these services are not paid
for from those funds or other appropriated funds Congress exempted
from the prospectus approval process, then they are subject to the nor-
mal prospectus requirements set out in the Public Building Act of 1959.¢

The details of the three cases in which third-party arrangements were
used are as follows. Both of the Houston purchases were owned by
banks or lending institutions as a result of foreclosures. Third parties
which had managed the properties for the financial institutions or acted

"For a further explanation of the statutory prospectus approval process, see the glossary.
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as sales brokers agreed to do the construction Gsa required. The build-
ings were transferred from the financial institutions through the third
parties to GsA, and contract documents identified the third parties as the
sellers of the buildings to GSA.

While there is no evidence that the buildings’ purchase prices were
higher because of the involvement of the third parties, Gsa did pay them
about $1 million, 15 percent of the amounts held back for construction,
for their overhead and profit as first tier contractors. GSA also made
payments to general contractors obtained by the third parties which
included amounts for their overhead and profit, as second tier contrac-
tors, for work normally done by first tier contractors.

In our opinion, the arrangements in these cases not only circumvented
CICA and FAR but also involved payments that were both unnecessary
and excessive. The payments of 15 percent of the purchase price held
back from immediate payment, representing the cost of construction
needed to prepare the buildings for occupancy—10 percent for over-
head and 5 percent for profit, appear excessive when compared with the
amounts GSA agreed to pay for the overhead and profit on the needed
construction at Bonneville Tower, which was purchased after the two
Houston buildings were bought. At Bonneville Tower, GSA limited the
seller to receiving only 4 percent of the costs of construction as over-
head and 3 percent as profit. (See app. III for additional details about
the two Houston purchases.)

The third building purchase involving a third party, Peachtree Summit
in Atlanta, Georgia, was purchased for a total of $68 million, of which
$15.5 million was for construction, thus making the price of the building
alone $52.5 million. Gsa attempted to arrange the purchase through a
third party when the building’s seller was not willing to do the needed
construction as a condition of sale. The contract originally proposed by
GsA’s Atlanta Region, which negotiated the purchase, was found by the
Inspector General to be in possible violation of 31 U.S.C. 3324 because it
appeared to be an inappropriate advance of public monies. Subse-
quently, new contracts were drafted that eliminated this unacceptable
provision. These new contracts, however, still involved third parties in
the building transfer to accomplish needed construction which could
have been performed by others after a competitive process.

Because Gsa’s Inspector General in the Atlanta regional office initiated
an investigation into a possible conflict of interest between the regional

Page 30 GAO/GGD-90-065 Building Purchases



Chapter 3
Need for Improved Program Management
Policy and Procedures

Leveraged Purchase
Arrangements Lead to
Uncertainties About
Costs and Results

staff and one of the contractors selected, we did not pursue our investi-
gation of the contracting procedures used. (See app. IV for details about
this purchase.)

Two buildings in the Washington, DC metropolitan area—One White
Flint Plaza in Rockville, MD, and Silver Spring Metro Center in Silver
Spring, MD—were purchased as part of a planned acquisition of larger
blocks of space needed to consolidate agency headquarters that were
spread among a number of leased and owned locations. In order to
obtain sufficient space necessary for consolidation, GSA committed to
leases of additional buildings to be built by the sellers under what it
termed ‘‘leveraged purchase arrangements.” However, GSA’s acquisition
plans for both locations involved certain risks.

The space needs of the agencies designated to occupy the buildings
changed before all buildings became available.

The builders’ plans had not received final approval from local govern-
ment bodies before Gsa had to commit to leases of the follow-on
buildings.

In both cases, by deciding to purchase the initial building, Gsa was com-
mitted to obtaining leases for the additional buildings to reach its consol-
idation goals. The complex planning and coordination among GSA, the
builders, and the agencies designated to occupy the buildings have
resulted in additional costs not anticipated when GSA made the initial
purchases and committed to the leases of the additional buildings. GsA
has experienced delays in occupying the purchased buildings which
have led to increased costs. Occupancy of the first of the two planned
White Flint buildings was delayed, among other reasons, because addi-
tional construction was needed to satisfy the “‘above standard finish”
requirements of the occupying agency. Occupancy of the first of four
planned buildings in the Silver Spring complex was delayed because of
incomplete planning by Gsa and the occupying agency. The second build-
ing has also been delayed. Construction start dates for the third and
fourth buildings are still in the future. (See app. V for details about the
White Flint purchase and its follow-on lease. App. VI provides details
about the Silver Spring Metro Center purchase and the follow-on leases.)
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Different Criteria Needed
for Economic Analyses of
Leveraged Purchases

As required by OMB, GsA prepared economic analyses for the purchased
buildings at both White Flint and Silver Spring as if no additional build-
ings were to be obtained. Both analyses concluded that each purchase
would be at least 20 percent less expensive than leasing equivalent
space.” However, since neither building alone provided sufficient space
for the agencies designated to be consolidated at each new location,
without the additional buildings, Gsa would have been unable to consoli-
date those agencies.

The analyses for both buildings included interim housing costs, repre-
senting the cost to continue renting space for the occupying agencies
between the time buildings were purchased and occupied. However, due
to the delays in occupying the buildings, those costs were higher than
the estimated costs included in the analyses. Had the higher costs been
used, the purchases might not have met the 20-percent criteria Gsa
requires to justify purchases. While we do not believe Gsa could have
predicted the delays it experienced in occupying the building, we do
believe that uncertainties are inherent in leveraged purchases and GsA
should allow for the increased risk by establishing a threshold higher
than 20 percent for leveraged purchases.

Gsa did not advertise to seek competitive offers for the needed leased
space at White Flint before awarding the lease for the second building.
GSA later decided that competition generally would have been required,
but the Administrator of Gsa justified the non-competitive award of the
lease of the second White Flint building under cica’s public interest
exception. This exception is applicable where the agency head deter-
mines non-competitive procedures are necessary in the public interest
and provides 30-day notice to Congress before contract award.

When Gsa undertook the Silver Spring acquisition, officials believed Gsa
could award the leases only after having received competitive offers and
having obtained congressional approval of a lease prospectus for the
additional buildings at Silver Spring before it could commit to those
leases. To obtain competition, Gsa advertised its needs for space, and
indicated it would accept an initial building already or substantially con-
structed that would be purchased, and additional planned buildings to

‘GSA’s economic analyses for these two purchases only compared the present value cost of purchase
and lease. Construction was not included in the analysis because GSA believed construction was not a
realistic alternative. However. because the economic analysis for the leases at Silver Spring showed
construction to be the most economic alternative, GSA returned to including construction in the
analysis.
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Delays in Occupying
Purchased Buildings
Have Increased
Acquisition Costs

be leased or purchased, so long as the total space available met the mini-
mum advertised need. Gsa received 11 offers, including the Silver Spring
complex of buildings, which it selected.

As part of its prospectus proposal for the leases of the additional Silver
Spring buildings, Gsa prepared a separate economic analysis just for the
leases which showed that over a 30-year period federal construction
would be less costly than (1) leasing space elsewhere, (2) leasing the
four buildings, or (3) leasing the four buildings for 5 years and then
purchasing them. Despite the analysis showing construction to be
cheaper, Gsa’s proposal recommended that the purchase options should
be exercised after 5 years of leasing. Gsa officials said this was because
the purpose of the prospectus was merely to obtain authority to enter
into the leases.*

We believe that Gsa should reevaluate the way it prepares economic
analyses for leveraged purchases. If GsA’s goal is to acquire a complex of
buildings then it should base its decision on an analysis of the entire
acquisition and compare the present values of all combinations of
purchases and leases that are available with the cost of constructing the
required space. Furthermore, because of the inherent uncertainties we
described, Gsa should consider establishing a higher threshold to justify
such complex acquisitions than the 20 percent required for the acquisi-
tion of a single building.

In its economic analyses comparing present value costs of purchase and
lease, GSA has often made optimistic assumptions about how quickly
purchased buildings will be occupied and savings will begin to accrue
from the release of leased space. In half of the 12 purchased buildings
we reviewed, agencies occupied the buildings later than was planned by
Gsa. Some of the delays have resulted in increased acquisition costs

It should be noted that the requirement for prospectus approval to enter into the Silver Spring build-
ing leases has no bearing on building acquisitions under the order. including other leveraged purchase
arrangements. funded by Building Purchase Program no-year appropriations. GSA funded these
leases out of funds appropriated to the agency for rental of space. rather than from Building Pur-
chase Program funds. The lease prospectus for this transaction was submitted in May 1987 for funds
not vet appropriated, as part of the Public Building Service Lease Prospectus Program for Fiscal Year
1988. The Public Buildings Act of 1959 (as amended) deals with congressional authority to appropri-
ate funds. stating that no appropriation may be made to lease any building to be used as a public
building costing (at that time) more than $500.000 without prospectus approval by congressional
subcomumittees. We believe leveraged purchase arrangements, including provisions for lease and pur-
chase options. are acquisitions which may properly be funded by available Building Purchase Pro-
gram appropriations. GSA has the discretion under 40 U.S.C. 602 to undertake such a transaction to
acquire needed buildings and sites by “purchase, condemnation . . . or otherwise.”
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because leased space was not released as quickly as planned. Delays
have been caused both by the agencies and by GsA. In some cases, agen-
cies have failed to return drawings describing space layouts when
required or have not planned for all contingencies associated with their
moves. Other delays have been caused by poor coordination among Gsa
offices involved in planning construction and occupancy schedules.

GSA’s Building Purchase Program order provides guidance for identify-
ing buildings to purchase and the procedures used to acquire them. It
provides no guidance about the kinds of coordination that should take
place internally and externally. However, agencies moving into pur-
chased buildings face the following kinds of problems:

New furniture may need to be procured, particularly if agencies are
occupying less space than at their old locations. Systems furniture may
be required to meet the current standard of no more than 135 square
feet of space per employee. For instance, NRC did not initially plan to
acquire new furniture when it occupied its new building in Rockville but
had to change its plan since it would not have been able to house all its
employees without a modular furniture system.

Agencies must prepare plans for Gsa describing how they want building
interiors configured. Gsa received agency interior design plans later than
required, causing construction and occupancy delays for buildings in
Houston, Miami, and the National Capital area.

If agencies do not have money budgeted for their moves, they may
require congressional approval for reprogramming appropriated funds
or for supplemental appropriations to pay for the moves. NOAA expe-
rienced this problem in moving to Silver Spring.

Agencies may not plan their moves well. NOAA’s initial plan to occupy
Silver Spring deferred the release of the leased space it was vacating
which increased costs. When the 1G for the Department of Commerce®
questioned the extra costs involved, NoaA was forced to change its occu-
pancy plan. Gsa was aware of the original plan’s weakness but did not
object.

Nothing in GSA's order requires consideration of such agency problems
before or after Gsa purchases a building. In some cases, agencies are not
aware that Gsa is purchasing a building for their occupancy until Gsa
feels secure that the building will be purchased. Because potential
delays and their associated costs are often not identified until after Gsa

“NOAA is an agency under the Department of Commerce.
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completes its economic analyses for the purchases, the costs of delays in
occupancy are not included in the analyses.

Table 3.1 shows buildings that have been occupied later than planned by
GSA, our estimate of the costs of the delays, and reasons for the delays:

Table 3.1: Building Occupancy Delays

Estimated cost
Building of delay Reason for delay

Judiciary Square, Washington, DC Unknown? GSA had to solicit bids for new
furniture required for the
Department of the Treasury and
had problems getting delivery of
correct furniture; Treasury
reorganization caused need for
new floor plan designs which
delayed construction.

Brickell Plaza, Miami, FL Unknown® Coast Guard occupied space in the
building fater than planned due to
construction delays in completing
interior renovations; U.S. Customs
occupied on time but before
completion of interior renovations
to space they occupied.

One White Flint Plaza, Rockville, $400,000 Delays in completing interior design

MD and construction forced GSA to
extend three leases of space
occupied by the agency
designated to move into the

building.
Silver Spring Metro Center, Silver ~ $150,000¢ NOAA did not originally plan to
Spring, MD occupy the new space in a way

that would have released
previously leased space and had to
change its occupancy plan and
interior design plans; GSA
experienced delays in completing
original interior design plans, which
then had to be changed to support
the new occupancy plan of NOAA.

Alliance Tower, Houston, TX $700.000 IRS did not submit its interior layout
requirements when required by
GSA.

Concorde Tower, Houston, TX $650,000 IRS submitted its interior layout

requirements late; GSA
experienced delays in completing a
building communications system

#We were unable to determine how much additional lease costs GSA paid for space expected to be
released by Treasury's move into the new building because of poor recordkeeping

“The Coast Guard moved from government-owned space and so no rental payments were involved: we
could not determine if GSA had additional costs due to the delayed move

“This represents additional design costs GSA incurred because NOAA changed its occupancy plan.
Additional lease costs were also incurred. but we were unable to determine how much.
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As discussed above, Gsa’s 1984 order as supplemented by memoranda
issued by GsA headquarters does not sufficiently describe procedures to
be followed in obtaining construction services and making leveraged
purchase arrangements. Furthermore, both the order and supplemen-
tary guidance cover only the acquisition procedures to be followed in
purchasing buildings. They say nothing about procedures to be followed
in ensuring buildings are occupied in as timely a manner as possible.
Other organizations within Gsa, besides those that purchase buildings,
have responsibilities for space management. We believe the order needs
to better delineate the responsibilities of GsA staff in the building pur-
chase and space management offices for assuring occupancy schedules
and other acquisition requirements are coordinated with a purchased
building’s availability.

GsaA officials have in general acknowledged that the order guiding the
Building Purchase Program is deficient, but, as of April 1989, more than
18 months after their acknowledgement, little has been done to amend
it. The official order was issued in September 1984 after the first two
buildings were bought. Since then, 11 additional buildings have been
purchased, and procedures and practices used to purchase buildings
have been used that are not covered by any policy or procedures in the
order.

In 1986, Gsa headquarters asked the regions to comment on a draft order
to replace the 1984 order. The draft order did not address many of the
problems described in this report. Instead, it restated many of the poli-
cies and procedures in the original order and incorporated some of the
guidance issued as memoranda subsequent to the original order. The
contracting officer in Gsa’s National Capital Region who negotiated the
Silver Spring Metro Center purchase thought the draft order was inade-
quate for providing the kind of guidance needed for such complex acqui-
sitions. However, the draft order was used as the principal guidance by
the San Francisco and Fort Worth regions for the five purchases they
made after receiving the draft, including the two Houston purchases
that included third parties.

In order to ensure that the Building Purchase Program is carried out
efficiently and in accordance with applicable legal requirements, Gsa
needs to issue a revised order addressing the problems noted in this
report.
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GsA's order guiding the Building Purchase Program is too limited in
scope. The order fails to specify the types of building improvements
which are allowable to obtain an occupiable building and which there-
fore may be included in a purchase contract without competition or pro-
spectus approval. In addition, the order does not define the types of
modifications that are acceptable to contracts that include construction
obtained without competition after the contracts are signed or for how
long contract modifications will continue to be allowed. As we noted in
chapter 2 regarding the Judiciary Square building, contract modifica-
tions made after its purchase increased building acquisition costs to
such an extent that the purchase was about 4 percent, or $1 million,
more expensive than leasing space would have been over a 30-year
period.

Furthermore, lack of guidance specifically limiting the construction ser-
vices which may be included in purchase contracts to those which a
building owner is willing to provide has led to third-party arrangements
that circumvented requirements to obtain competition. In three cases
when the building owner would not do the required construction, GsA
contracted with third parties acting as agents who, for a fee, contracted
with general contractors. These arrangements not only circumvented
competition requirements, but, in two cases, resulted in GSA paying $1
million more than was necessary for construction. Gsa used this proce-
dure to avoid the prospectus approval and, according to some program
officials, competitive processes that Gsa believed would be required if
the construction were procured separately.

Contracts to purchase buildings that included options to lease or pur-
chase additional buildings, made to achieve agency-specific space con-
solidation goals, led to uncertainties and increased acquisition costs
principally because they involved extensive delays over which Gsa had
little control. They required GSA to guess about future events, assume
that requirements would not change, and defer the benefits of consolida-
tion that Gsa sought to achieve. For the Silver Spring purchase, the
leveraged purchase was known to be more expensive than construction
of the needed space.

GsA's planning for occupancy of purchased buildings was overly optimis-
tic. Half of the buildings purchased have not been occupied by dates
originally planned. The delays resulted in additional costs for interim
housing or for redesign of interior layouts. Delays were caused by Gsa
and the occupying agencies. However, Gsa scheduled construction and
occupancy without adequate liaison with agencies to determine if the
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occupancy schedules could be met, although Gsa officials admitted that
their previous experience in getting agencies to occupy new space indi-
cated that occupancy delays were not uncommon.

As of April 1989, more than 18 months after saying that the Building
Purchase Program order should be modified to provide better policy and
procedure guidance, Gsa officials have not revised the order. Needed
revisions include a detailed description of the circumstances under
which construction services can be negotiated in a building purchase
transaction, guidelines for the use of leveraged purchase arrangements,
and procedures for coordination between GSA and agencies that are to
occupy purchased buildings. Also, as we indicated in chapter 2, GSA’s
analyses of the economics of purchases need to be strengthened to
ensure that it selects the most economic alternative—purchase, lease, or
construction—for providing the needed space.

Recommendations

The Administrator of the General Services Administration should revise
the Building Purchase Program order in the following ways:

Include a specific definition of the limited kinds of repairs and altera-
tions which are integral to a building purchase and therefore may be
included in a purchase contract without competition or prospectus
approval.

Establish procedures that define when and for how long modifications
can be made to construction contracts to prepare buildings for occu-
pancy after the buildings have been purchased.

Specify that cICA and FAR procedures must be used in contracting for
construction services when they cannot be obtained from buildings’
owners.

Establish procedures that require coordination between Gsa and agen-
cies designated to occupy purchased buildings to reduce or eliminate the
delays that have occurred in occupying purchased buildings.

Ensure that the present value of the alternatives available under lever-
aged purchase arrangements, including all combinations of purchased
and leased buildings, is compared with the present value of constructing
the total space required.

Consider establishing a threshold higher than the 20 percent for all
alternatives that combine purchases and leases, to offset the increased
risk in such cases

The Administrator should consider the policy and procedures improve-
ments recommended in this report before purchasing any additional
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GSA’s Comments and
Our Response

buildings if purchase opportunities arise before the Building Purchase
Order is revised.

GSA comments on a draft of our report said its practice of obtaining
alterations as part of the purchase contract was not driven by a desire
to avoid competition or circumvent Cica and the FAR. However, GSA does
agree that the practice was used to avoid prospectus approval of con-
struction contracts that it believed would be necessary if construction
with costs exceeding the threshold requiring prospectus approval were
procured under contracts separate from the purchase contract. GSA
agreed that the practice of using third parties has not been addressed in
policy and a policy correction is needed.

We note that the practice of including alterations in the purchase con-
tract to avoid prospectus approval also has had the effect of avoiding
competition in obtaining construction contracts. In the cases where third
parties were used, competition was improperly avoided, whether or not
this was GsA’s intention.

Gsa commented that the consolidation of NOAA in the Silver Spring com-
plex is an important acquisition objective and that total agency consoli-
dation will be impossible without occupation of adjacent facilities. Gsa
said it expects, at a minimum, to achieve partial agency consolidation
even if it does not acquire all adjacent facilities in the original plan.

Our concern about this purchase was Gsa’s need to lease additional
space, which would not become available for occupancy for several
years, in order to consolidate NoAA. If the options to lease the additional
buildings had not been exercised, Gsa would have owned a building that
it had purchased only to support a consolidation that could not occur
without the additional buildings. We believe that such complex multi-
building acquisitions which will take a long time to implement are risky
and require more careful analysis than relatively simple single building
acquisitions do, because GSA must commit to leasing the buildings long
before they are available for occupation, and conditions can change in
the interim.

GsAa commented that it does not agree that the Building Purchase Pro-
gram order should include guidance concerning occupancy issues and
delay avoidance because they are not unique to the program and are
guided by existing policy for such issues.
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We believe Gsa should incorporate into the order lessons it has learned
from problems experienced with the first 13 purchases. We believe some
problems have occurred because those responsible for negotiating the
purchase did not consider what would be required to occupy the build-
ing and that the order should make reference to other policies that will
affect the timeliness of a purchased building’s occupancy so that such
issues will be considered when time schedules to be included in a pur-
chase contract are negotiated. Furthermore, as delays can affect costs,
such costs should be included in the economic analyses for purchased
buildings.

GsA also commented that it had started to revise the order. Gsa told us
that it decided to defer its work on the revision until issues contained in
this report were resolved and recommendations provided. We believe
that, if Gsa purchases other buildings before the order is revised, the
conclusions and recommendations in this report should guide Gsa’s pur-
chase negotiations.
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It is not clear that two purchases of older special purpose building com-
plexes that Gsa had leased for over 20 years will provide quality space
with minimum life cycle costs. The buildings, from 19- to 24-years-old at
the time of purchase, are considered special purpose space because they
are used to house large-scale computer operations. While Gsa’s policy
specifies that office buildings considered for purchase should be no
more than 10- to 15-years-old, the policy makes an exception for special
purpose structures and does not specify any upward limits on the age of
the structures that may be considered for purchase.

GSA purchased the buildings for two reasons. First, their leases were
nearing expiration and the owners were willing to sell the buildings at
attractive prices. Second, GSa believed that its only options were to pur-
chase the buildings or continue to lease them because of the unusually
high cost of moving the agencies and their computers. However, in our
opinion, Gsa did not fully analyze all the costs of ownership before it
purchased the buildings; therefore, neither we nor Gsa know if the eco-
nomics of ownership justified the purchases.

GSA'’s Purchases of Special
Purpose Structures Did
Not Meet Standards
Required for Commercial
Office Building Purchases

Both purchases were of leased buildings which GSA had caused to be con-
structed to meet government specifications on formerly government-
owned land 22 to 24 years before Gsa bought them. The first purchase,
in 1985, consisted of a complex of three buildings in Austin, Texas, for
which Gsa paid $27.2 million. The oldest building in the complex had
been constructed 22 years before the purchase. The second purchase, in
1986, was of a building in Chamblee, Georgia, which cost $13.2 million
and which had been constructed 24 years before the purchase. During
the years the buildings were leased, both Gsa and the tenant agencies
had spent considerable funds for maintenance, renovations, and addi-
tions to the buildings. An official in GsA’s Fort Worth Regional Office
estimated that around $9 million had been spent for repairs and altera-
tions at the Austin complex. IRS estimated that it and Gsa had spent
about $6 million at the Chamblee building during the period it was
leased. Gsa could not tell us what the total expenses had been at
Chamblee.

The buildings at both locations are computer service centers, housing
large scale computer operations of the tenant agencies. GSA had esti-
mates that moving costs at Austin would be $37 million. IRS estimated its
moving costs at Chamblee would have ranged from $1.1 million to over
$20 million. Gsa believed its only options were to purchase or continue
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leasing the buildings because its analyses showed that moving the agen-
cies would involve high moving costs and the loss of significant capital
investments in the leased buildings and, in Austin, according to Gsa,
there were no other alternative sites available for lease.

Building quality at both the Austin and Chamblee service centers did not
meet GSA’s standards for commercial office buildings because of the age
of the structures, which had already required considerable expenses for
maintenance and renovation and will require additional repair expenses.
One official at Gsa’s Fort Worth Region, which negotiated the purchase
of the Austin buildings, said that since they were constructed 20 to 25
years ago and before the “energy crunch’ of the 1970s, the buildings are
not considered Class A office space. An official at Gsa’s Atlanta Region,
which purchased the Chamblee IRS Center, said the building’s electrical
problems are not uncommon in buildings of the same age.

The buildings have required alterations, such as raised flooring and elec-
trical system improvements, to accommodate the computer activities of
the agencies they house. OMB’s Associate Director for Management ques-
tioned the wisdom of purchases of such special purpose buildings hous-
ing large-scale computer operations because he questioned whether
changes in computer technology might result in the government owning
buildings that cannot be economically adapted to future changes in com-
puter technology, such as agency operations that move to dispersed
locations.

In our opinion, there is no reason to apply a lesser quality standard that
is acceptable for purchases of special purpose space than is used for
defining acceptable commercial office building purchases. GSA’s policy
says commercial office buildings that are acceptable for purchase should
be no more than 10- to 15-years-old at the time of purchase and be
“class A,” state-of-the-art buildings. We believe that the critical comput-
erized operations of the agencies in the Chamblee and Austin special
purpose facilities needed state-of-the-art buildings no less than those
agencies that occupied commercial office buildings, and perhaps more.

Furthermore, GSA’s economic analyses of the purchases did not include
the costs of upgrading the special purpose buildings to become “‘class A”
state-of-the-art buildings suitable for the kinds of computer operations
they housed. Rather, we believe the analyses included the costs of main-
taining the buildings at the quality level that existed at the time of pur-
chase, which may be less than will be needed. gsa did not attempt to
determine what the agencies occupying the buildings will need to spend
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to upgrade the buildings to adequately support their operations. Nor did
GSA include in its economic analyses of the purchases the estimated total
cost to the government of upgrading the buildings to provide the quality
space the agencies need. Had it done so, the economic benefits of the
purchases might have been much lower.

“conomic Analysis of
Service Center Purchases
Jid Not Include All Costs

IRS/DVA Center, Austin, Texas

GSA’s economic analyses of the two service centers did not include all
costs of acquisition because it had not determined the cost at the time of
purchase of some work it knew was needed. Consequently, the purchase
benefits in both cases were overstated by an unknown amount.

GSA’s Building Purchase Program order says ‘‘building systems and sub-
systems will be evaluated for compliance with criteria. . . . The cost of
any upgrading should be included in the economic evaluation.” How-
ever, GSA did not include in the analysis the cost to repair the electrical
defects in the Chamblee building because the cost of the needed repairs
had not been determined. GSA’s economic analysis, which claimed a 21-
percent benefit over leasing, might not have provided the 20-percent
benefit over leasing that GSA requires had it identified those costs. GSA’s
economic analysis of the Austin purchase used a 3-year-old inspection
report identifying deficiencies requiring correction. Furthermore, GSA’s
analysis did not consider the cost of removing asbestos which Gsa
inspectors had identified in the buildings because GsA improperly
assessed the extent of the asbestos contamination, overlooked evidence
that it might be serious, and accepted the certification of the seller that
no friable asbestos existed in the building.

The Austin complex consists of three buildings used by IRS, DA, and the
U.S. Treasury. The first building was constructed in 1963, the second in
1967, and the third in 1968. Since each was constructed, two additions
were built onto the first building, in 1967 and 1974. The second building
received an addition in 1972. An independent real estate appraiser esti-
mated, as of August 1984, the fee simple value! of the Austin complex to
be $40 million, and the leased fee value: to be $31.7 million. Gsa pur-
chased it in April 1985 for $27.2 million. (See app. VII for details about
this purchase.)

!Fee simple interest is absolute property ownership clear of any conditions or restrictions. In the case
of a lease of the property. the owner would be deprived of full and absolute ownership of the prop-
erty (fee simple interest) until the lease terminated.

“Leased fee interest is ownership of property encumbered by lease agreements conveying use of the
property to others.
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IRS Service Center, Chamblee,
Georgia

During fiscal year 1988, GSA prepared a prospectus proposing an expen-
diture of about $10.4 million for repairs and alterations at the Austin
IRS/DVA complex. A 1982 engineering evaluation had predicted needed
repairs could cost $17.8 million by 1986, although the 1982 estimate was
reduced in 1985 to $14.7 million. The prospectus included about $2.7
million for asbestos abatement, which was not identified as needed in
1982, and about $1 million for correction of fire safety deficiencies. It
included roof replacement costs of about $6.8 million, identified then as
necessary to meet government standards for energy efficiency.

IrS’s Chamblee Service Center consists of a single 1-story building that
provides about 319,000 occupiable square feet of space. The building
was constructed for IrS under a lease agreement in 1962 on land for-
merly owned by the government; the land completely surrounding the
building is still owned by the government. An addition to the original
building was constructed in 1969. Gsa paid $13.2 million for the building
when it was purchased in December 1986 after it had received an
appraisal which estimated the fee simple value of the building to be
about $15.65 million and the leased fee value as $13.3 million.

GSA’s Region 4 in Atlanta determined before it purchased the building
that the service center was well maintained and was in good condition.
However, a condition of the sale required the building’s seller to remove
asbestos from the building, at a cost of about $1.7 million, and Gsa paid
about $500,000 for temporary space during the period of removal.

Although GsA’s pre-purchase inspections determined that the building
did not meet fire safety or electrical system standards, Gsa regional offi-
cials said that the problems did not represent serious hazards and avail-
able funding was being directed to higher priority work. While some
progress has been made on fire safety by adding sprinklers in part of
the building, additional work estimated to cost over $900,000 remains to
be done.

According to a 1980 Gsa study, the building’s electrical system does not
meet building code requirements and has potential for causing short cir-
cuits. An IRs architect believed this problem should have been corrected
and said that Gsa was asked to do so, but no action was taken. Gsa’s 1986
pre-purchase inspection report characterized the problem as serious
because of the potential for severe damage to the building from short
circuits. However, the report went on to state, ‘“‘because this hazard has
been known for a considerable time and the corrective actions may be
extensive and costly, no recommendation is being made to take instant
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corrective actions.”” As of June 1988, Gsa had no plans to correct the
problem because it did not consider that the problem merited a high pri-
ority. IRS plans to have another study of the problem made when it is
delegated authority for building management to determine what correc-
tive action needs to be taken.

Zonclusions

GSA has accepted buildings of lesser quality when it purchases special
purpose structures than it does when it purchases commercial office
buildings. Several of the buildings at the two service centers were nearly
twice as old as is acceptable for commercial office buildings. Both Gsa
and the occupying agencies had incurred considerable costs for repairs
and maintenance during the period they were leased and Gsa knew they
would require additional repairs and renovations. While GSA’s economic
analyses supporting the purchase decisions showed the benefits of own-
ership exceeded those of constructing or leasing equivalent space, GSA
did not determine the costs of known repair needs nor the costs to
improve building quality needed to support the agencies’ operations, nor
did it include those costs in the analyses. Had they been included, the
estimated costs would have reduced the economic benefits of ownership.

Both purchases are special purpose space housing large-scale computer
operations. In both cases, the agency requirements presented complex
problems for GSA because moving the agencies would have been expen-
sive and disruptive of critical computer operations. In our opinion, GSA's
decision to purchase entailed acceptance of higher operating costs than
newer buildings require and continuing repair and alteration expenses.
Even if Gsa had recognized the potential problem that it might be
purchasing buildings that would not adequately serve future computer
technology, Gsa was obligated to provide buildings capable of housing
the current computer operations of the tenant agencies.

The Austin and Chamblee service centers are the only purchases Gsa has
made of special purpose space, but other similar opportunities could
develop for GSa to purchase special purpose space that it has been leas-
ing for long periods. We believe that Gsa should develop criteria for such
purposes that address the quality standards to be met and all the costs
that can be anticipated by both Gsa and the agency housed in the space
to determine if the benefits of the purchase will exceed the costs.

Recommendation

The Administrator of the General Services Administration should
develop standards defining quality for the purchase of special purpose
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Chapter 4
Policy Allowing Purchases of Older Buildings
Needs Reevalnation

GSA’s Comments and
Our Response

space, such as the Austin and Chamblee service centers, as has been
done for purchases of commercial office buildings. The policy should
require identifications of costs that both Gsa and the occupying agencies
can anticipate will need to be incurred to achieve the quality standards
established.

In its comments on a draft of this report, GsA said that quality is one
factor that must be considered along with many others. Concerning the
IRS Service Center in Chamblee, Georgia, GSA said that while the eco-
nomic analysis did not inciude the cost to upgrade the building'’s electri-
cal system, other potentially offsetting costs were also not considered
and the failure to consider the electrical system upgrade is not an over-
riding factor. While the building was over 15-years-old when purchased,
GSA said that does not automatically mean the building was of such poor
quality to adversely affect the agency’s mission and, moreover, IRS was
fully supportive of GsA’'s decision to purchase the facility. Therefore, GSA
does not support a quality recommendation or establishment of a defini-
tion of quality that would preclude consideration of such facilities as
were purchased at Chamblee and Austin, Texas.

We agree that age of structures alone should not preclude them from
purchase considerations. However, we believe that age is an indicator of
potential quality problems. GSA believes it is important for the purchase
of commerecial office buildings, because it defines age as a criterion for
such purchases. However, it does not do so for special purpose struc-
tures. We believe that if Gsa is to make an exception to its age criterion
for special purpose facilities, then Gsa needs to establish other criteria
defining acceptable quality in such structures and procedures to assess
the structures against those standards, and that the costs of the
improvements needed should be included in economic analyses compar-
ing purchases with other alternatives.
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Bnckell Plaza, Miami

The Brickell Plaza building in Miami, Florida, was constructed as general
purpose office space and was 15-years-old when purchased in 1986. The
$13.9 million purchase price GSA paid for the building was 119 percent
of an independent real estate appraiser’s $11.7 million estimate of its
fair market value.

Before Gsa purchased Brickell Plaza, Gsa-controlled space in Miami was
34 percent owned and 66-percent leased. With the purchase Gsa
expected to achieve a ratio of 44-percent owned-space to 56-percent
leased. However, an official in Gsa’s Atlanta Regional Office which nego-

tiated the purchase said that the principal factor that led to GsA’s pur-
chase of Brickell Plaza was the region’s urgent need to move Coast

GaT VL DIIVALCLA DT i84La Was Lt Hava S s LA S oY SN L D

Guard offices from the Miami Federal Bulldlng to clear space in that

hnilding for an achogatne roamaval nralaet

Uullu‘llé AUL QL QUOIUJLUOLUD 1L Lliliv Yy s 1.’1 UJ\./\a‘J

M A “nn-',\“ L\r\tfr\“ madntiatinag tha vrenalhhacn AF 4+ 31Ainmet afernr an
111C 1 UslUl vcgall llcsublabllls Ll 1T purcitadsc Ul Ll IC Uuuuu I aliclt all l.ll'

house appraisal had estimated its value to be about $13 million, but
before it received an independent contract appraisal that estimated the
fair market value as $11.7 million. Regional officials negotiated a pur-
chase price of $13.9 million that included concessions to the seller which
brought the total effective purchase price to $14.4 million, according to
PBS’s Office of Facility Planning (0FP), which strongly opposed the deal.
OFP noted that the region had determined that $13 million was the maxi-
mum justifiable price and that a price of $13.9 million without the con-
cessions was about *‘8 percent more than what could be considered a
marginally good purchase price for the Brickell Plaza Building.” oFp
later dropped its objections when the purchase was reviewed by GsA’s
senior appraiser.

Gsa headquarters directed the region to obtain a consultant to determine
the maximum price Gsa should pay. The consultant, a real estate invest-
ment advisor, supported the acquisition at a price of $13.9 million based
on his analysis of the Miami real estate market. After receiving the
report, GSA purchased Brickell Plaza for a nominal price of $13.9 million,
not counting parking concessions allowed the seller.!

When the region sent the proposed contract to Gsa headquarters for
approval, the $13.9 million price was 119 percent of its independently
appraised fair market value of $11.7 million, or 9 percent higher than

'The seller was allowed to retain parking rights to 130 spaces in the building, at market rates, for a 5-
vear term. renewable for 5 additional vears. There is no recognition of the value of this concession in
the purchase contract.
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what PBS policy allows for prices in excess of appraised values.? The
region claimed the building should have been appraised at $12.7 million
because, it said, the appraiser overstated the building’s operating costs,
thus causing the building’s value to be lower.

According to an official in GsA’s Office of Acquisition Management and
Contract Clearance, that office objected to the contract. It noted that the
negotiated price violated the PBS policy and said the region had no
authority to revise the appraised value upward based on its belief that
operating expenses were overstated in the contract appraisal. If the
appraisal required revision, the office said, it should be revised by the
original contract appraiser or, as a minimum, by another professional
appraiser.

The original contract appraiser declined to revise his appraisal. GsA’s
deputy administrator then directed that PBS’s senior in-house appraiser
should review the appraisal and revise it if justified. The in-house
appraiser lowered Brickell Plaza’s operating costs and raised its
appraised value to $12.62 million based, he said, solely on his experi-
ence and judgment. He characterized as coincidental the fact that the
purchase price of $13.9 million was 110 percent of his adjusted
appraised value of $12.6 million, bringing it into compliance with PBS
policy.

We obtained the services of an independent real estate consultant with
an office in Miami, recommended to us by GSA as an expert appraiser, to
help us determine which of GsA’s four analyses of the building’s value—
the contract appraisal, the consultant report, the region’s revision, or
the PBS appraiser’s revision of the contract appraisal—provided the
most accurate estimate of value. He determined that the contract
appraisal provided the most reasonable estimate. However, he took
exception to one area of its analysis because he believes that a building
larger than Brickell Plaza could have been built on the site. Because of
this, the contact appraisal’s cost method of value estimation is poten-
tially flawed, in our consultant’s opinion, and the value of the building
might be less than was indicated by the contract appraiser. He con-
cluded that a valuation from $11 million to $11.7 million appeared sup-
portable from the information furnished in the contract appraisal.
Furthermore, his conclusion does not support the pBs appraiser’s revi-
sion of the contract appraisal upward to $12.6 million.

2GSA established its policy of allowing acceptance of real estate acquisition offers in amounts up to
110 percent of appraised fair market values when it purchased Judiciary Square.
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Our consuitant also conciuded, based on his own research and files reiat-
ing to comparable buildings in Miami, that the contract appraiser’s
determination of the building’s operating costs were accurate, consider-
ing market conditions in Miami at the time the building was purchased.
Therefore, the region’s revised appraised value, based on its conclusion
that operating cost data used by the contract appraiser were too high, is
not supported by our consultant.

Our consultant disagreed with the valuation analysis made by GSA’s real
estate consultant because he believed an assumption used by GSA’s con-
sultant was unsupported. When our consultant attempted to recreate
the economic analysis done by GSA’s consultant, while warning that he
could not be certain that his reconstruction was accurate, he concluded
that the GSA consultant’s valuation of $13.9 million for Brickell Plaza
was based on the assumption the building would be used as an invest-
ment providing a tax shelter for its owners. Our consultant said the
same data would produce a value estimate of $10.9 million for Brickell
Plaza if it was used to provide office space as Gsa planned.

Pre-purchase inspections by Gsa engineers of Brickell Plaza identified
the need for repairs, alterations, and life and fire safety improvements
estimated to cost about $3 million. Many of the needed repairs appear to
have resulted from age and wear and tear caused by previous occu-
pancy, such as roof replacement, painting and installation of new ceiling
tiles and floor coverings. Despite the inspection report, the region
reported to Gsa headquarters that the building was in excellent condi-
tion, requiring repairs and alterations costing only $667,530 to prepare
the building for occupancy. GSA’s final economic analysis of Brickell
Plaza, however,* included costs with a value of only $595,109.4

The GsA headquarters official who prepared the economic analysis for
submission to OMB said that he had never seen the estimate prepared by

JGSA must obtain OMB approval for a building purchase because OMB controls the release of pur-
chase funds through the apportionment process. OMB Circular A-104 requires GSA to do present
value cost analysis. and OMB required that purchase present value be 20 percent more favorable
than lease present value before it would release purchase funds. OMB had earlier authorized GSA to
spend $13 million for a purchase in Miami. but the price GSA negotiated for the building required it to
g0 back to OMB for the additional $900.000.

1GSA claimed that estimated renovation costs to prepare the building for occupancy were $667.530.
GSA assumed the work would be done within a year after purchase and used a 7-percent discount
factor to arrive at present value cost. The present value of $667,530 discounted for 1 year at 7 per-
cent is $623.860. but GSA's analysis showed only $595,109 as the present value cost, When we
attempted to duplicate GSA's analysis. we were unable to determine how GSA arrived at the lower
figure, nor were GSA officials able to show us how it was generated.
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regional engineers indicating that a total of about $3.2 million would be
required to renovate the building. He said that, had he been aware of the
extra costs, he would have included them in the analysis which then
would not have supported the purchase price. When we recalculated
GSA's economic analysis after adding the additional repair and alteration
costs that should have been included, the advantage of purchase out-
weighed leasing by only about 14 percent rather than the 20 percent
that GsA policy required. After the purchase GsA’s Atlanta Region
awarded construction contracts totalling $3 million, very close to its pre-
purchase engineering estimate, to accomplish fire safety and health
upgrading, space alterations, and repairs at Brickell Plaza.
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Bonneville Tower in Las Vegas, now known as the Alan Bible Federal
Building, was about 2-years-old when purchased in October 1987. It is a
7-story building with about 62,000 square feet of occupiable space. Fed-
eral agencies occupying the building include the Social Security Admin-
istration, IRS, the U.S. Attorney; the U.S. Secret Service; the Bureau of
Alcohol, Tobacco, and Firearms; and U.S. Customs.

GSA paid about $8.2 million for the building and land alone. The pur-
chase contract, with a total value of about $9.9 million, withheld $1.7
million until completion of construction work that included about
$462,000 for standard finish work, about $361,000 for agency above
standard finish work, and $886,000 for retrofit requirements.

Before the purchase, GSA contracted with an engineering firm to inspect
Bonneville Tower to determine if it met requirements for government-
owned space. However, the contract engineer did not report all problems
with the building. When we toured the building in February 1988, about
4 months after it was purchased, we found cracks in floors and walls
and areas where the floors were separating from walls that could allow
water to enter the building. The local Gsa building manager who accom-
panied us on the tour said he had informed GsA’s San Francisco Regional
Office about the cracks when he discovered them. However, when we
told GsA’s Region 9 officials in San Francisco what we had observed,
they said they were not aware of the problems. Gsa had the building
reinspected and determined that repairs were needed costing about
8103,000. Gsa said the seller of the building has corrected the problems
at his own expense.

The problem with building cracks was not discovered by Gsa before the
building purchase contract was signed and so could not have affected
negotiations. However, pre-purchase inspection of Bonneville Tower
identified deficiencies in building floor load capacities. The deficient
floor load capacities were discussed with the seller, who indicated his
willingness to correct the problem if required to do so; however, Gsa did
not require him to make corrections nor did it take action to resolve the
problem until after we asked what was being done about it, more than 8
months after purchase. Gsa regional engineers said that they estimated
reinforcing floors to meet the contract requirement could cost about $1
million. A San Francisco Regional official told us they would determine
the extent of corrections required and attempt to get the seller to make
needed repairs. However. before that occurred, new problems concern-
ing the floor loads developed.
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In November 1988, as IRS was moving into its space in the building, per-
sonnel noticed the floor being occupied was flexing. Fearing a potential
collapse, the agency stopped its move into the building; however, other
agencies already in the building remained there. One day later, after Gsa
declared the building safe for occupancy, the agency resumed its move
into the space.

A consulting engineer hired by Gsa examined the floor that was evacu-
ated. He concluded that the building’s structural problems violated the
Uniform Building Code and currently accepted design practices of the
American Concrete Institute. Furthermore, he concluded that floor sag-
ging exceeding allowable values was present in all floors of the building
and that the sagging would increase when full loads of furniture and
people were added to the floors. Additional testing is planned to deter-
mine the extent of the problem and what is needed to correct it. Until
then, he recommended that floor loadings be reduced throughout the
building. He also found that the seventh floor of the building will proba-
bly need strengthening before it can be used for a library as planned. He
estimated the strengthening would cost about $435,000 and would
require some re-roofing and evacuation of the sixth floor occupants to
allow the needed construction. Altogether, the building, which GsA pur-
chased for less than $10 million, may need over $1 million in repairs.

In January 1989, Gsa wrote the seller of the building and informed him
that significant portions of the Bonneville Tower structural design do
not meet currently accepted design practice for the type of construction
used in the building. GsA indicated in the letter that it believes the seller
misrepresented the building’s structural condition at the time of the sale
and because of the condition, GsA has had to severely restrict tenant
loadings in the building. Additionally, Gsa listed a number of other out-
standing uncorrected problems in the building, such as heating and cool-
ing deficiencies, cracks in parking levels, and acoustical problems, that
GSA believes the seller is required to correct.
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Alliance and Concorde Towers

Alliance Tower in Houston, Texas, is a modern 12-story office building
which GsA purchased in September 1987 for about $13.9 million. Gsa also
purchased the 22-story Concorde Tower in Houston in August 1987 for
about $26.4 million. IRS is the principal tenant in both buildings.

Both of the buildings had been owned by banks or lending institutions as
a result of foreclosures. Third parties which had managed the properties
for the financial institutions or acted as sales brokers agreed to do the
construction GSA required to prepare them for occupancy. The buildings
were transferred from the financial institutions through the third par-
ties to Gsa, and contract documents identified the third parties as the
sellers of the buildings to GsaA.

In both cases, the third parties acted as agents for general contractors
who did the construction and supervised the work of subcontractors.
GSA sent progress payments to the third parties as first tier contractors.
They received 15 percent of the construction costs for their services.
Additionally, the second tier contractor—the general contractor who
actually did the work—also received payments to cover his profit and
overhead. Gsa withheld from immediate payment that portion of the
purchase price which was the estimated cost of the work required to
prepare the building for occupancy until construction was complete.
Based on construction costs withheld from payment, the third parties
would have received payments according to the following schedule:

Table [1l.1: Third Party Payments

Amount withheld for 3rd party 3rd party
Building construction percentage payment?
Alliance Tower $4.409 million 15 $521848
Concorde Tower $4 439 miliion 15 $569,873
Total $1,091,721

2The amounts withheld from immediate payments included the third parties’ 15 percent for overhead

and profit as well as 15 percent of estimated costs for part of the construction for the general contrac-
tors. The withheld amounts included estimated costs of construction for agency special space needs
which were not yet defined at the time the purchase contracts were signed

Thus, for these two purchases, Gsa paid over $1 million to avoid delays
that it thought would occur if it had obtained the construction using
purchase methods that Gsa believed required prospectus approval and
the use of competition for the construction.

We found no evidence that Gsa made any cost-benefit analyses which

demonstrated acceptability of the costs involved in using third parties.
Furthermore, as discussed in chapter 3, the third-party arrangements
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circumvented the requirement in Cica and FAR to use full and open com-
petition to contract for construction services.

A Gsa official said she thought the additional costs due to the third par-
ties were probably less than the costs of delays in occupying buildings.
Furthermore, she believed that GSA would be criticized if purchased
buildings remained unoccupied for the length of time required to obtain
prospectus approval, competitively award construction contracts, and
make the repairs and alterations needed in the buildings.

GSA’s Comments and Our
Response

GsA said that at both Alliance and Concorde Towers unit costs were
fixed and not subject to increase as time passed and that there was
integrity in the pricing of work at both projects. Gsa said that our impli-
cation that the full 15 percent is an unnecessary expense to GSA is incor-
rect, since construction management costs, possibly more than 15
percent, would be involved if the alterations were competitively bid. Gsa
said that a cost/benefit analysis could be done to determine the differ-
ence between paying the 15-percent fee and the costs of obtaining the
construction competitively, but that the analysis would be complex and
in all likelihood would support the approach used from a cost
standpoint.

We believe the only additional expense Gsa would have faced was the
cost of delays in occupying the building due to time needed to obtain
competing bids. If competition had been used, GSA might have been able
to obtain the work for less than the third party did. GSA’s own costs were
fixed, whether it or someone else managed the construction. For
instance, Gsa had to inspect the construction for quality, completeness,
and adherence to specifications, whether it paid a third party manager
or managed the construction itself.
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Peachtree Summit in Atianta, Georgia, was purchased in April 1988 for
a total of $68 million, of which $15.5 million was for construction, thus
making the price of the building alone $52.5 million. GsA attempted to
arrange the purchase through a third party when the building’s seller
was not willing to do the needed construction as a condition of sale. The
contract originally proposed by Gsa’s Atlanta Region, which negotiated
the purchase, was changed when the Inspector General objected to it.
Subsequently, new contracts were drafted that eliminated the unaccept-
able provisions.

The region originally proposed to deal with a new company created by
several employees of the building management company used by the
seller. The new company was to provide tenant management services
and be Gsa’s agent in dealing with the construction company selected to
modify the building. The Inspector General found the financial arrange-
ments to pay for the contract to be in possible violation of 31 U.S.C.
3324 because the arrangements appeared to be an inappropriate
advance of public money, and subsequently Gsa renegotiated the pur-
chase with the seller and the new company which resulted in two sepa-
rate contracts—one with the building owner for the purchase of the
building, including construction, and another with the newly created
company for building management services.

The two new contracts, however, still involved the use of third parties
to provide construction services in circumvention of Cica and FAR. Under
the purchase contract, the seller of the building did not do the construc-
tion. The seller, at GSA's request, contracted with a construction com-
pany GSA specified. The purchase contract specified the following:

GSA was required to close under the contract even if no contractor was
available before closing or the identified contractor refused to do the
specified construction without modification.

GSA was required to pay the seller $68 million at closing, of which $15.5
million was for construction to prepare the building for government
occupancy. This sum would be withheld and placed in escrow.

The seller was unconditionally and irrevocably released from liability
for any claims made by the construction contractor, who would look
solely to GSA for payment.

In other words, the seller agreed only to sell the building to Gsa for $52.5

million. He included construction in the contract at GSA's request but
accepted no responsibility for insuring contract performance. GSA
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accepted all risks of non-performance and the contractor was paid
directly by GSA for work done.

Additionally, there was no urgent need to identify a company to do all
the construction needed at the building. Gsa’s immediate need was for
retrofit work to make the building meet requirements for handicapped
accessibility, fire and life safety standards, and some standard and
above standard finish work. However, most of the standard and above
standard finish requirements will not be done until leases for non-
government tenants in the building expire and their space is freed for
occupancy by government agencies. That will occur gradually over
about a 5-year period after the purchase.

The Inspector General is attempting to determine if there was a conflict
of interest between the regional Gsa staff and the contractor providing
building management services. The IG questions why the region insisted
upon retaining the contractor and did not solicit building management
services on the open market. Because of the 1G investigation, we did not
do a detailed investigation of the contracting procedures used.
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The White Flint building was the first procurement of a multiple build-
ing complex where Gsa purchased one building and committed to leasing
another yet to be constructed. Gsa paid $47.5 million for the first build-
ing in November 1986, of which about $4.4 million is for the cost of
construction to prepare the building for occupancy. The purchase con-
tract included options permitting GsA to lease for 20 years or purchase a
second building to be constructed adjacent to the first. Both buildings
are to be occupied by the Nuclear Regulatory Commission (NRC), which
will be consolidated from 10 other buildings.

Gsa did not advertise to seek competitive offers for the needed leased
space before awarding the lease for the second building at White Flint.
GsA later decided that competition generally would have been required,
but the Administrator justified the noncompetitive award of the lease of
the second building under CIcA’s public interest exception. This excep-
tion is applicable when the agency head determines non-competitive
procedures are necessary in the public interest and provides a 30-day
notice to congress before the contract is awarded.

According to Gsa’s White Flint project manager and contracting officer,
the purchased building was originally scheduled for complete occupancy
by January 1988. Because of construction delays, the building was not
completely occupied until April 1988. Some of the delay resulted from
construction needed to increase floor loads for a library and a files stor-
age area, which NRC required as “‘agency above standard finish work.”
The delay required Gsa to extend three NRC leases in space that was to
have been released at a cost that GSaA calculates as over $400,000.

Construction of the second building as office space at the White Flint
complex was contingent on the Montgomery County Planning Board’s
approval of the builder’s application to change its use from a hotel, as
originally approved, to an office building. However, the purchase con-
tract for the first building required GSA to commit to leasing the second
before it knew if the county would approve the change. The builder
applied for an amendment to his building permit to allow construction of
an office building in lieu of a hotel in February 1987, about 3 months
after GSA committed to leasing the building. However, the county's con-
cern about traffic that would be generated by the building’s use as office
space led to long negotiations about the size and the total number of
employees that would be permitted to occupy the building. The county
approved the change of use in July 1988.
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The period required to obtain county approval and a building permit has
delayed the expected completion date by at least 1 year and escalated
the lease cost by at least $40,500 per year, or $810,000 over the life of
the lease, assuming that the building will have 300,000 square feet of
rentable space, and the purchase cost by at least $1.2 million, should Gsa
exercise its option to purchase. These costs will increase by 2.5 percent
per year if there are additional delays.
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GSA’s purchase of a building in Silver Spring, Maryland, was part of its
second acquisition of a multiple building complex acquired to consoli-
date an agency headquarters in the Washington metropolitan area.! In
February 1987, GsA paid $21.87 million for one building and options to
lease or purchase four additional buildings needed to consolidate the
National Oceanographic and Atmospheric Administration (Noaa) from
14 separate leased and owned locations. As of May 1988, plans called
for two of the buildings included in the original plan to be constructed as
a single building atop a parking garage that is to be constructed at the
site and leased to Montgomery County.

By undertaking this leveraged purchase arrangement, GsA faced the fol-
lowing problems:

According to a senior Gsa official, the proposed leases of the additional
buildings required it to seek congressional approval for a lease prospec-
tus and, if the prospectus was not approved, it would have owned a
building that it did not want without the others in the development.
However, GsA said other uses could have been found for the purchased
building.*

Because Gsa believed the leases were required to be competitively
obtained and it wanted to avoid agreeing to leases obtained without con-
sideration of competition requirements as it did at White Flint, Gsa com-
peted the entire purchase proposal, seeking developers who had an
initial building for sale with other buildings planned for which Gsa could
obtain options to lease or purchase. Of the four offers which met Gsa’s
requirement, GSA selected two that it wished to purchase. However, OMB
vetoed one of the selections because the initial building was not yet con-
structed. OMB reasoned that the Building Purchase Program only autho-
rized the purchase of existing buildings, and since construction had not
vet begun, the building could not be bought under the Building Purchase
Program.’ The offeror protested to us after Gsa informed him it would
not purchase his building and the protest was sustained at a cost to Gsa
of $110,592, according to GSA.

'Our report, Purchase and Options to Expand the Silver Spring Metro Center, (GAO/GGD-87-101BR,
July 21, 1987) described problems with the purchased building and our concerns at that time about
GSA planning for occupying the buildings. We noted then that GSA did not know what NOAA's space
requirements were nor the costs to modify the leased buildings to meet NOAA's requirements.

“Prospectus requirements for individual leases as opposed to building acquisitions under the Building
Purchase Program are discussed in footnote 8 on page 33.

“We believe GSA has the discretion under 40 U.S.C. 602 to undertake such a transaction in light of

GSA’s broad authority to acquire needed buildings and sites by “purchase, condemnation. donation,
exchange. or otherwise.”
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The contract required the buildings yet to be built to meet the same con-
struction standards that were included in the initial building Gsa pur-
chased. However, Gsa knew that NoAA would have special requirements
for the other buildings demanding different construction standards but
did not know exactly what those requirements were or what they would
cost when it sought prospectus approval for the additional buildings it
sought to lease. GSa told us that it did know NOAA’s general requirements,
based on its use of the buildings it then occupied, and the purchase con-
tract identified the procedures to be used in accomplishing the planned
design development and working drawing phases. GSA said project esti-
mates and budgets were planned accordingly.

GSA was uncertain if it could purchase all the additional buildings if it
decided to do so. The builder owned only the site for the second build-
ing; the additional buildings were to be built on sites he had options to
purchase and where he had an option to use air rights over a parking
garage which Montgomery County planned to build on land it owned.
GSA was uncertain about whether it could purchase the building to be
constructed atop the garage because GSA is required to obtain fee simple
title to purchased buildings and it was unclear whether Gsa could
acquire fee simple title to the building and garage while allowing Mont-
gomery County use of the garage for public parking. GsA said in its com-
ments on a draft of this report that the developer has entered into an
agreement with the county to acquire full title, thus allowing title trans-
fer under the purchase option.

As of April 1989, about 32 months after purchase, the building still had
not been fully occupied by NoaA because all construction had not been
completed. The second building is under construction, but its completion
has been delayed about 4 months due to delays caused by county zoning
considerations. Construction start dates for the remaining buildings are
still in the future and we could not determine expected completion
dates; however, their construction may be affected by changes that have
been made to NoaA’s housing plans and opposition within Montgomery
County to development plans at Silver Spring.

Construction delays at the first building resulted from N0oAA changing its
proposed occupancy plan after the initial interior design plans were
completed, causing them to be redone. NOAA’s original plan to occupy the
first building did not allow the release of any leased space it then occu-
pied. The Department of Commerce’s acting Inspector General* objected
to the plan, noting that the original plan increased NoAA's housing costs

INOAA is an organization under the Department of Cormerce.
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and detracted from good management because senior managers who
would occupy the first building would be physically separated from the
organizations they supervised until additional buildings in the complex
were completed and occupied. As a result of his objections, NOAA
changed its occupancy plan and new interior design plans had to be pre-
pared to support it.

In commenting on a draft of this report, GSaA said a master housing plan
for NoAA is now in place.
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Austin IRS/DVA Center

The Austin IRS/DvVA Center consists of three buildings used by IRS, DVA,
and the U.S. Treasury. The first building was constructed in 1963, the
second in 1967, and the third in 1968. Since each was constructed, two
additions were built onto the first building, in 1967 and 1974. The sec-
ond building received an addition in 1972. An independent real estate
appraiser estimated, as of August 1984, the fee simple value of the Aus-
tin complex to be $40 million, and the leased fee value as $31.7 million.
GsA purchased it in April 1985 for $27.2 million.

Gsa first considered purchasing the Austin IRs/DVA Center in 1982 when
GsA’s Fort Worth Region prepared a federal facility plan for the com-
plex. The plan recommended that the complex be purchased and reno-
vated. It estimated the costs of the recommendation as $24 million for
the purchase and about $10.5 million for renovation in then current
(1982) dollars, or $30 million for the purchase and $17.8 million for
renovations if delayed until 1987.

The renovation costs were estimated by a Gsa engineering evaluation
team which inspected the property in November 1981. Their January
1982 report contained statements indicating the inspection was limited
in its scope but still identified a long list of needed repairs. The report
noted that

It was difficult to foresee and project needed repairs and improvement
for such a large and complicated complex and that many things could
have been overlooked on the inspection.

The buildings suffered major deficiencies in energy consumption and
needed a long list of improvements, such as new roofs for two buildings
and new heating, ventilating, and air conditioning equipment through-
out the complex.

GSA began negotiating for the purchase in 1984 after receiving an unso-
licited offer from the property’s owner, according to Gsa. However, GSa
did not make another engineering evaluation of the complex before
entering negotiations; instead, it relied upon a review of the January
1982 engineering evaluation report. The 1982 renovation cost estimates
were determined to be accurate; however, the 1984 reevaluation deter-
mined that, based on lower inflation rates actually experienced than
were used to project the 1982 renovation costs to 1987, the costs if
deferred until 1988 would be about $14.7 million, $3.1 million less than
the 1982 estimate.
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In 1982, about 3 years before purchase, a fire safety and health survey
identified asbestos in one building. In 1984, the regional Accident and
Fire Prevention Branch assessed asbestos present in the building to be
within safe exposure limits, but its review of the laboratory test results
taken during the earlier survey rated the hazard level as less than the
test results indicated. However, despite evidence available to Gsa that at
least one building contained asbestos, as a condition of purchase GsaA
nonetheless required the seller to certify that the buildings contained no
friable asbestos, which he did.

From a review of GsA’s files and based on additional laboratory tests of
materials taken from the buildings, Gsa’s Inspector General has deter-
mined that friable asbestos was present in all three buildings at the time
of purchase. The 1G recommended that Gsa’s Fort Worth Regional
Administrator make a thorough cost analysis of the alternatives availa-
ble to Gsa for providing long-term housing for the federal tenants at the
Austin complex. On the basis of that analysis, the 1G said Gsa should
make a decision about whether to retain the buildings or acquire other
space through construction, lease, purchase, or otherwise. As of June
1988, the 1G was also considering recommending that Gsa bring civil
charges against the building’s seller for his false certification that no
friable asbestos was present to recover the government’s cost to correct
the problem.

During fiscal year 1988, Gsa prepared a prospectus proposing expendi-
ture of about $10.4 million for repairs and alterations at the Austin IRS/
DVA complex. A 1982 engineering evaluation had predicted needed
repairs could cost $17.8 million by 1986, although the prediction was
reduced in 1985 to $14.7 million because the actual inflation rate was
lower than the rate used in the 1982 report. The prospectus included
about $2.7 million for asbestos abatement, which was not identified as
needed in 1982, and about $900,000 for correction of fire safety defi-
ciencies. It included roof replacement costs of about $6.8 million,
although the earlier estimate had determined that roof replacements
needed in 1982 would cost only about $900,000 (in 1982 dollars). How-
ever, the prospectus proposal did not include heating, ventilating, and
air conditioning equipment repairs or replacements with an estimated
cost in the 1982 evaluation of about $6.5 million, identified then as nec-
essary to meet government standards for energy efficiency.

! According to GSA's IG. friable asbestos is defined by the Environmental Protection Agency as any
asbestos-containing material that can be crumbled, pulverized. or reduced to powder by hand pres-
sure and can therefore enter the atmosphere where it may be inhaled by humans.
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.ppendix VIiI

Agency Comments

Administrator
General Services Administration
Washington, DC 20405

August 9, 1989

The Honorable
Charles A. Bowsher
Comptroller General

of the United States
General Accounting Office
Washington, DC 20548

Dear Mr. Bowsher:

Thank you for the opportunity to comment on the draft General
Accounting Office (GAO) Audit Report, "Review of the General
Services Administration's (GSA) Building Purchase Prodram,"”

We are encouraged that you have found GSA demonstrated its
Building Purchase Program to be an effective and economical means
for acquiring quality office space to house Federal agencies in
cities with a long-term Federal presence. GSA believes the
overall achievements of the entire program are significant,
particularly the fact that approximately 3.5 million occupiable
square feet of space has been added to the Government-owned
inventory at an average purchase cost of only $88 per occupiable
square foot.

GSA is in complete agreement with your conclusion that the agency
should continue to seek quality building purchase opportunities.
We are in the process of strengthening the policies and
procedures governing the program based on our experience with the
13 buildings that have been purchased and the results of your
audit.

Your findings and recommendations will be especially useful in
the areas of (1) improving up-front analyses of building
suitability and the costs associated with preparing the building
for occupancy, and (2) better defining and setting forth the
circumstances under which construction services (build-out) may
be negotiated as part of a purchase,

In reference to the second point, our actions to date have been
driven by a desire to couple alterations with the purchase, thus
expediting occupancy and obviating the need for entering the
lengthy line-item budgeting/prospectus processes.
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Your staff's advice during discussions of the audit, based on
their consultation with GAO General Counsel, that initial
alterations are not subject to the prospectus and line-item
processes, even if performed by a third party, will be very
helpful in clarifying our future policies and procedures in this
area. We intend to seek full competition for such alterations,
except when provided by the building owner, as you have
suggested.

In addition to the above, detailed comments have been developed
and are enclosed.

Sincerely,

ﬁﬁichard G. Austin
Acting Administrator

Enclosure
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reneral Government
Jivision, Washington,
).C.

Charles C. Conway, Evaluator-in-Charge
John Parulis, Evaluator

Suzanne Bright, Evaluator

Darlene Shelton, Typist

stlanta Regional
)ffice, Atlanta, GA

Richard Wade, Evaluator

dallas Regional Office,
Jallas, TX

Terry Hunt, Evaluator

‘an Francisco
egional Office, San
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Arthur Davis, Evaluator
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Agency Above Standard Interior construction required to satisfy the special needs of a federal

Finish Work agency that is a tenant in GSa-controlled space, such as for a library or
specially designed computer space.

Apportionment The release of appropriated funds by the Office of Management and
Budget. Gsa must get apportioned funds before it may purchase a
building.

Appraised Value An estimate of a building’s value determined by a person trained in ana-

lyzing a building’s use, condition, and location. The appraised value is
usually arrived at by interpreting and correlating three methods of
value estimation: cost, income, and market.

Building’s Operating Costs

Costs to provide utilities, cleaning services, maintenance, and other
standard building operation requirements. Such costs are used in devel-
oping an income estimate of value in an appraisal.

Competition in Contracting

A law that revised federal procurement procedures and placed increased

Act of 1984 (CIC, A) emphasis on the use of competition to obtain contracts providing goods
and services needed by the government. Acquisition of real property
generally is not covered by the act.

Cost Method of Value A determination of value reached by estimating the cost to reproduce a

Estimation building at the time the estimate is made, deducting accrued deprecia-

tion, and adding the estimate of the value of the land included with the
building.

Federal Acquisition
Regulation (FAR)

Procurement regulation used by federal agencies when contracting for
goods and services.

Fee Simple Interest

Absolute property ownership clear of any condition or restriction.
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ndependent Contract
L\ppraisal

An appraisal obtained through competitive contract award to a private
sector appraiser.

seased Fee Interest

Ownership of property encumbered by lease agreements conveying use
of the property to others.

vegotiation

The process GSA uses to purchase a building and reach agreement with
the building’s seller on its price, the modifications to be made to it to
meet government requirements, and the cost of those modifications.

Jccupiable Square Feet

A Gsa measurement of interior building space that is available for tenant
agency occupancy.

’BS Policy Allowing for
’rices in Excess of
Appraised Values

PBS policy establishing that a purchase price which is no more than 110
percent of a building’s appraised value is fair and reasonable.

’resent Value Cost
Analysis

An analysis of the cost of alternatives available to GSA to meet federal
space needs that considers all costs that will accrue over a 30-year
period if the space were purchased, leased, or constructed. The present
values of the accrued costs are determined by calculating what amount
of money would have to be invested today to grow to the total of the
accrued costs, given an interest rate which is the government’s cost to
borrow the money at the time the analysis is made. GSA is required to
make economic analyses comparing lease and purchase by oms Circular
A-104, Evaluating Leases of Capital Assets.

’rospectus Approval

Approval by the Committees on Public Works of the Senate and the
House of Representatives, respectively, of a detailed description of a
proposed transaction submitted by GSA. Under the Public Buildings Act
of 1959, no appropriation may be made to construct, alter, purchase, or
acquire (including by lease) any building which is to be used as a public
building involving a total expenditure in excess of $1.5 million without
prospectus approval. (The threshold amount was increased from
$500,000 to $1.5 million by the Public Buildings Amendments of 1988,
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approved November 17, 1988). The prospectus requirement outlined
here is directed to the congressional appropriations process.

Retrofit Requirements Repairs or modifications that must be made to make buildings meet fed-
eral requirements.

Standard Finish Work The amount of interior construction in a federal building that Gsa pro-
vides as standard for any agency. Basically, it is the walls, doors, electri-
cal outlets, telephone positions, and floor coverings that any office
configuration requires. Agencies with additional needs are required to
reimburse GSA for the work, which is identified as “‘agency above stand-
ard finish work.”

Third Party As used in this report, third parties are individuals or companies that
GSA used in some purchase contracts to obtain construction to prepare
the buildings for occupancy when the original sellers could not or would
not provide such construction as part of the purchase.
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